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NUMBER ONE 


SOME ASPECTS OF UNDEREMPLOYMENT* 


Introduction 


In recent years it has been increasingly recognised that the major 
employment problem in many of the underdeveloped countries is 
essentially one of underemployment rather than of unemployment. The 
appointment in 1950 of a Committee of Experts by the United Nations 
to prepare a Report on underemployment in underdeveloped countries 
and to suggest national and international measures required to reduce 
such underemployment, is a clear indication of the seriousness with 
which the problem is viewed. This radically different form of un- 
employment is itself a fundamental reason why the study of the nature, 
causes and extent of this peculiar form of unemployment should be 
undertaken specifically in the context of an underdeveloped economy. 


Despite the growing importance attached to underemployment 
both in economic literature and development planning, there is yet a 
need for a clear definition and the precise analysis of this complex 
phenomenon!. Furthermore, while it is generally recognized that the 
remedy for underemployment lies in economic development, careful 
thought needs to be given to difficult problems involved in formulating 
concrete programmes that will eradicate such underemployment. 


Further, it is contended that an underdeveloped economy has a 
certain advantage in that it has large reserves of unutilised or under- 
utilised manpower, by utilising which it is possible to step up capital 
formation without drawing away to any large extent resources employed 
in the production of consumer goods. Underemployment thus is said 
to constitute a large investment potential*. To what extent is the 


* Based on the author’s thesis—‘* Some Problems of Underemplovment—A 
Study in Rural Employment with special reference to Bombay Karnatak,”’ prepared 
under the guidance of Prof. M. L. Dantwala for the Ph.D. degree of the Bombay 
University. 


1 United Nations Primer for Development, Herbert Frankel, Quarterly Journal 
of Economics, November, 1954. 


* First Five Year Plan, Planning Commission, Government of India, p. 15. 
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existence of idle manpower an advantage in initiating and then sustain- 
ing a higher rate of investment? Can the entire surplus be utilised 
in the investment process itself ?—these are some of the issues that 
present themselves in programmes of full employment and which 
therefore need to be thoroughly examined. 


I. 


Theoretical Framework 


It is usual to take the Keynesian General Theory of Employment 
as the starting point of discussion in the analysis of the phenomenon of 
underemployment. According to Keynes, broadly put, unemployment* 
is due to a deficiency of effective demand and hence full employment 
can be achieved through increasing the aggregate monetary expenditure. 
The truth of this conclusion seems to be beyond doubt if all factors of 
production are sufficiently available, and we might well understand how 
Lord Keynes was justified in presenting such a theme in England of 


the thirties, where labour force and capital equipment were both crying 
for full utilisation. 


It is exactly here that the problem in underdeveloped countries 
becomes radically different. Here capital equipment is seriously in 
short supply relative to the abundant labour force and thus unemploy- 


ment results inevitably from the mere lack of equipment and materials 
to work with. 


Unemployment of this type is of great importance for it occurs 
not mefely as a temporary phenomenon but exists chronically “* in the 
backward, over-populated countries of the East, and indeed, every- 
where, except among the most developed industrial nations ”’.* 


In such an economy, there is what Kindleberger called, ‘ structural 
disequilibrium at the factor level’. Added to this inappropriate factor 
endowments? is the fact of limited opportunities for technical substitu- 
tion of factors. Thus under the assumption of constant technica! co- 
efficients and this abundance of labour in relation to other factors 
unemployment becomes inevitable. This assumption of fixed co- 
efficients is not far removed from reality as is sometimes thought. 


3 See especially Full Employment and Economic Development—Dr. V. K. R. 


V. Rao, Indian Economic Review, August, 1952, p. 45. 


* “Marx and Keynes”, Joan Robinson, Collected Economic Papers, 1951 
p. 141. 


The Factor Proportions Problem in Underdeveloped Areas—R. S. Eckaus’ 
.{merican Economic Review, September, 1955, p. 539. 


Full Employment and Constant Coefficients of Production —Masao Fukuoka’ 
Quarterly Journal of Economics, February, 1955, p. 42. 
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Kaldor, for instance, points out, “it is a significant fact of modern 
technique that given the types of equipment in existence there is a 
relation of strong complementarity between equipment, labour and 
raw materials 


It therefore follows that even if such an economy is blessed with 
effective demand large enough to induce maximum possible production, 
there will still remain a type of unemployment which is primarily due to 
structure of technology and factor proportions. 


Distinctness of the Phenomenon 


The phenomenon which results from this cause is radically distinct 
from the Keynesian unemployment. In contrast to the situation in 
advanced industrial countries visualized by Keynes, the problem in an 
underdeveloped economy is one of underemployment rather than of 
unemployment ; it is primarily agricultural rather than industrial ; 
the phenomenon is chronic rather than cyclical; and moreover the 
incidence of underemployment spreads widely over the bulk of the 
population instead of being concentrated among a relatively limited 
number of workers. It is these aspects of the phenomenon on which 
additional light needs to be thrown. 


- Two Components 


At the outset it should be noted that there are two components of 
this agricultural underemployment, namely, the disguised nature of 
unemployment and the seasonal unemployment.* These components 
may be attributed to the two characteristic features of agricultural 
industry. While the first may be said to arise from the intensely 
institutional matrix into which the production organisation of agriculture 
is cast, the second results from the unavoidably intimate connection 
of farm production with the rhythmic and vagarious biological and 
climatic processes. 


General Disguised Unemployment 


More broadly speaking, the problem of disguised unemployment in 
underdeveloped economies can be described in analytical terms as 
primarily ‘ overcrowding’ or an accumulation of labour in occupations 
and types of work with low or negligible productivity. The amount 


7 “Stability and Fall Employment ’—Nichols Kaldor, Economic Journal, 
Dec. 1938, p. 643. 


& Notes on Some Aspects of Rural Employment—Prof. M. L. Dantwala, Indian 
Journal of Agricultural Economics, August, 1953. 
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of land being more or less limited, the rates of capital accumulation and 
technological change being low, secular growth of population in such 
countries causes diminishing returns to set in and thereby forces new 
entrants at each stage into avenues of work with lower and lower 
productivity, till a point is reached when the absorption of labour by the 
system reduces its marginal product in many occupations to zero and 
even to a negative figure. The institutional framework of these 
societies is such that it permits the absorption of labour to this point 
and there is therefore no open unemployment but only various forms of 
what can be rightly called disguised unemployment. 


In many of the underdeveloped economies, there are vast numbers 
of workers who remain in subsistence agriculture, personal services, 
petty trade and other similar avocations which occupy only part of 
their labour which they could employ on productive work.® In other 
words these workers are underemployed. 


As is well known, families constitute the bulk of productive units 
in such economies. Moreover, almost all the members of the family, 
excepting, of course, the very young and the very old, are associated in 
varying degrees with production processes. When family and other 
institutional ties are thus strong, workers may remain underemployed 
in agriculture or in other forms of family enterprise, even though they _ 
produce very little or practically nothing without even the conscious 
knowledge of their being underemployed. Far less is there the possibi- 
lity of their state of underemployment being expressly manifest in such 
a situation. That is how their underemployment becomes disguised or 
concealed, leaving its inevitable impact on the incomes. 


Takifig the size of labour force as given, disguised unemployment 
may be described as a situation in which the withdrawal of a certain 
quantity of the factor labour to other uses, will not diminish the total 
output of the sector from which it is withdrawn, given a measure of 
reorganisation in the sector. 


This is as much as to say that the marginal productivity of these 
units of the factor labour in their original employment is zero or very 
close to zero. It is characteristic of backward economies in process of 
development that more or less considerable part of their labour force is 
ready to increase its productive activity at existing nominal wage rates 
(though at decreasing real wages), if employment openings are available. 


World Unemployment Situation-——International Labour Review, August, 1954, 
p- 190. 
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For example, in Mexico, although real wages in specific branches of 
production have fallen, the average income in real terms, of wage- 
earners seems to have risen owing to the shift from less productive to 
more productive occupations.!° 


In a more general sense, this is the problem of disguised unemploy- 
ment in an essentially underdeveloped economy. But it manifests 
more pronouncedly in agriculture which forms the most predominant 
economic activity in such economies. 


In the Agricultural Sector 


Under the conditions indicated by the definition it is clear that there 
is redundance of labour in agriculture. This chronic redundance of 
agricultural labour in relation to the area of cultivated land and the 
existing levels of technique is one of the most difficult aspects of employ- 
ment problems facing the underdeveloped areas. Very broadly analys- 
ed, from the empirical point of view, it is the result of the continuous 
secular growth of agricultural population and the failure of the non- 
agricultural sector to expand to the desired level. 


During the earlier stages of the population growth, while its pressure 
on land is still relatively low, the problem of agricultural employment 
can to a large extent be solved by the continuous adaptation of methods 
and patterns of land utilisation in the direction of increasing labour 
requirements. But this is possible only up to a point, for there are 
obvious limitations—physical, biological and natural—to such methods. 


It is when beyond such a stage, further labour is pressed into 
agricultural sector, that the phenomenon of disguised unemployment 
begins to emerge. What happens precisely in such a process of forcing 
redundant labour on land is that instead of this part of labour remaining 
completely and overtly unemployed outside agriculture, it shares, as it 
were, the existing volume of employment on land with the agricultural 
population that is already there. Thus this is precisely the stage where 
unemployment becomes disguised. Or, to view the same process from 
a different angle, instead of unemployment taking the form of the actual 
extrusion of identifiable proletarians from industry, it is fused into a 
general situation of disguised unemployment in an agrarian setting in 
which labour is abundant at all times. 


After this redundant labour is accommodated on land there exists 
disguised unemployment in this way ; those previously employed on 


10 Underemployment in Underdeveloped Economies—Alfred Navarrette Jr. 
and Ifigenia M. De Naverette, International ic Papers, No. 3., p. 235. 
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land are now less than fully employed because a part of their employ- 
ment is snatched away by the new entrants ; nor are the new entrants 
fully employed because there was not enough additional employment for 
them but only what little could be snatched from those previously 
employed. 


Reverting back to the distinctness of the phenomenon, it can be 
seen that, this is a situation of underemployment and not of unemploy- 
ment. Employment becomes underemployment when a semblance of 
work is available but not enough to keep one fully employed. Again 
the situation is chronic in the sense that once the stage is attained it 
tends to remain in a static state; there are no forces inherent in the 
situation which might be expected to ultimately set right the position 


In spite of this agriculture has never refused to admit new entrants 
and, has even acted as a ‘shock-absorber’ of unemployment in non- 
farm fields, by accommodating those displaced, due to technological 
changes, from traditional occupations. Such a displacement has been 
an inevitable concomitant of the breakdown of an older form of social 
and economic order and the inception, but only partial, of an organisa- 
tion based on modern technology." 


The dimensions of disguised unemployment tend to grow in size 
with every growth in population, other things remaining the same. 
And sizeable growth of population is again a characteristic feature of 
societies that have been introduced to only a part of the benefits and 
attitudes fostered by modern science and technology. Thus though 
disguised unemployment on land is static as mentioned above, it is 
dynamic in this negative direction in so far as it tends to grow in dimen- 
sions with growth in population. 


This phenomenon of disguised unemployment displays certain 
distinct characteristics which have significance both for a proper 
understanding of it and also for visualising implications of programmes 
designed to eradicate it. The first peculiar characteristic is that it is 
generally confined to those who are “self-employed” as_contra- 
distinguished from those employed on wages. This distinction perhaps 
stems from the assumption that the very fact of a person being employed 
for wages should be construed to imply the fact of his being fully employ- 
ed. The employer would not employ a labourer unless there is enough 
work to provide him with full work. 


Backward Economies: The problem of Partial Development—Felicia J. 
Deyrup—Social Research—Winter, 1955, p. 399. 


Measures for the Economic Development of Underdeveloped Countries—U.N.O. 
p. 7. Recently, however, the possibility of the existence of disguised unemployment 
amongst wage earners is also being visualised. 
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The self-employment aspect itself has certain important implica- 
tions. Firstly, the person unemployed in disguise is not at all aware 
of his being underemployed ; and the question therefore of his being on 
the labour market seeking employment does not arise. Secondly, be- 
cause of the fact that he is not totally unemployed, he is not easily 
available for employment in other sectors, as and when it occurs. 
Another important aspect is that there is no apparent possibility of 
personal identification here. The people may all seem to be occupied 
and no one may consider himself idle. Thus this underemployment is 
disguised both from outsiders and also from him who is affected by it. 


Seasonal Unemployment 


Another aspect of underemployment is the seasonal unemployment 
to which those engaged in agriculture are subjected. Seasonality can 
eventually be traced back to the fixed interval lying between the effort 
of sowing and the reward of the harvest, the rigid necessity of carrying 
out operations at the right times; and the simultaneous arrival of 
harvest together for all cultivators. The problem of seasonality is thus 
by far the problem of “ inelasticities of the time-pattern of primary 
production 


While seasonal rise and fall in agricultural activity seem to be a 
universal phenomenon, its economic effects are particularly serious in 
the less developed countries. Firstly, because of labour required for 
intensive methods of cultivation and because of the difficulty of post- 
poning certain farming operations, such as sowing and harvesting, the 
magnitude of seasonal variations in the demand for agricultural labour 
is considerably higher in these countries than it is in the more developed 
countries where agriculture, to a large extent is mechanised. This has 
necessitated the maintenance of a large proportion of casual labour on 
land, which itself is most affected by seasonal unemployment. Secondly, 
because agriculture is the most predominant occupation in under- 
developed countries, it would make a marked difference to their national 
output and income if the idle-man-days in the year in agriculture could 
be fully and effectively utilised. Thirdly, the size of farm operated by 
an average rural family is so small that the income it yields is often not 
enough to provide even a minimum subsistence. It is therefore con- 
tended that the extent to which the rural family can earn supplementary 
incomes during “ the slack seasons,” vitally affects its economic well 
being. The elimination of seasonal unemployment has thus a special 
significance in these countries. 


18 Howard, L. E.—Labour in Agriculture, p. 5. 
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Seasonal unemployment in agriculture is thus another aspect of 
underemployment in so far as the agricultural worker is not employed 
throughout the year. While disguised unemployment is confined to those 
self-employed, seasonal unemployment is common to both the self- 
employed and the wage-paid workers. If the first is concealed, the 
second is visible. Removal of disguised unemployment presupposes a 
measure of reorganisation in the sector, whereas in the case of seasonal 
unemployment this question may not arise. 


II 


Problems in Measurement 


The phenomenon of underemployment is so complex and intricate 
that it does not lend itself readily for precise assessment of its dimensions 
with the help of tools designed to measure industrial unemployment. 
That is how the problem of evolving a technique specially suited to 
conditions of underemployment arises. 


It has been said that the main objectives of such “ Employment 
Surveys” should be: (1) to give an adequate picture of employment, 
underemployment and unemployment situation; and (2) to provide 
basic data for formulating policy in order to achieve fuller employ- 
ment.'4 Keeping these objectives in view an attempt is made to 
formulate a suitable technique. 


At the outset the most crucial question in regard to disguised un- 
employment is to unveil the unemployed or to identify those unemployed 
on land. Here it can be seen that macro definition of disguised un- 
employment that is generally used only indicates the potentialities and 
not the actual dimensions of the problems ; nor does it furnish any data 
which can be readily acted upon. Thus though indispensable as an 
analytical tool, it is not quite helpful as a working concept in the 
technique. That underlines the need for a micro approach.'® From 
micro angle, land and capital at the disposal of a self-employed cultivator 
and his family are too meagre to make full use of their available labour. 
On this basic fact is superimposed the seasonal character of agricultural 
operations. 


14 Manual on Statistics of Labour Force, Employment and Unemployment— 
Central Statistical Organisation. 


18 Underemployment—-Micro and Macro—and Development Planning—N. V. 
Sovani, Indian Economic Journal, April, 1955 ; and also my note on it in the same 
Journal, July 1955. 
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Certain factors of the agricultural economy present special prob- 
lems. One such peculiar feature is that in agriculture the family rather 
than the individual is the employment unit. Secondly, the problem 
of hours of work in agriculture has been a highly elusive concept. 
‘In truth, the practical difficulties of applying anything that can be 
called an eight-hour day in agriculture are so obvious that it becomes 
doubtful whether it is worthwhile embarrassing public opinion with a dis- 
cussion theoretically on the basis of the eight-hour day in agriculture ”’.'* 
Thirdly, even presuming that it is possible to obtain with precision the 
number of hours worked on farm, there would still remain the further 
question of deciding whether each hour of reported work was really 
necessary. This is the problem of work-spreading. Fourthly in regard 
to seasonal unemployment,!? which is another aspect of underemploy- 
ment, the problem is not merely one of finding out “‘ the aggregate num- 
ber cf days unemployed in a year.” Seasonality does not mean, as is 
generally supposed, that there are well-marked seasons during which 
there is continuous and full-time work and seasons in which there is 
total unemployment. The situation is rather one of “ alternative 
tyranny of rush work and idleness in constant succession.” 


Work-norm Preferable 


It is against this background that the suitability of a technique 
has to be judged. The difficulties enumerated above indicate that the 
application of a “ time-norm ”—e.g. in terms of man-hours ete.—how- 
ever sound theoretically, is of doubtful validity for the purpose of “ fact *’ 
finding. Instead, a ‘“‘ work-norm”’ seems to offer a more realistic, 
practicable and helpful instrument for measurement. 


The reason why the “‘ work-norm ”’ is preferable to “‘ time-norm ” 
can be briefly indicated. Suppose a work-norm is evolved in terms of a 
holding, which under the existing conditions of techniques, provides 
full employment for a family of average size working with such assist- 
ance as is customary in agricultural operations. When once the 
work-norm is thus defined, say as 5 acres with reference to a particular 
region or village, it becomes possible to assess the dimensions of under- 
employment in a more meaningful manner. 


The families of cultivators will then be classified into two broad 
categories : 


1. Those cultivating 5 acres and above ; 
2. Those cultivating less than 5 acres. 


16 Howard—Labour in Agriculture, pp. 
it See, Measuring Unemployment, H. A. Turner, Journal of the Royal Statistical 


Society, 1955. 
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The ideal case will now be that of full employment when work is 
done for a five-acre holding or above. All other cases, that is category 2 
above, come under disguised unemployment. Thus with the help of 
this norm it is possible to identify immediately the disguisedly un- 
employed. 


Furthermore, even amongst the cultivators included under category 
2, the extent of present employment is not necessarily uniform ; it 
varies with the size of the cultivated holding. It might however be also 
possible to express the extent of present employment quantitatively 
by the intensity of employment as measured by the ratio of cultivated 
holding to the defined holding. 


These two indices—one of full employment and the other of partial 
or underemployment—together will indicate the extent of additional 
employment needed in order that the under-utilised labour is fully 
employed. It has been said that looked at from a wider point of view, 
the measurement of unemployment should be a measurement of unused 
human resources i.e., all persons who would like to work at jobs or own 
enterprise consistent with their training and experience and are pre- 
vented from doing so because of lack of adequate opportunities. The 
technique suggested here confirms to this principle inasmuch as it is 
expected in a majority of cases of underemployed cultivators that 
they prefer to take more work when it is made available to them. 


Such an assessment of underemployment therefore indicates— 
(i) how many are under-employed ; (ii) to what extent they are under- 
employed ; (iii) what type of additional employment is required to 
provide them with full employment. This indication becomes possible 
because those unemployed in disguise are in a position to take up addi- 
tional employment in the same sector and not outside, unless there is a 
radical change in the technique and organization of agriculture. Thus 
it takes into account the ‘ reality of social and economic structure ° 
which the time-norm ignores. It is in this sense therefore that the work- 
norm not only does not suffer from the short-comings of a time-norm 
but would also be of assistance in formulating policies for fuller em- 
ployment. 


Seasonality 


A word about seasonal unemployment. Forany purposive assess- 
ment of seasonal unemployment, what is more important is to specifical- 
ly demarcate the period of what is generally called the “ off-season ” 
or the “‘ dead season.”” This part of the season is definite in occurrence 
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and is the only period of continuous and sustained idleness, when the 
cultivators, with some reservations, can be taken to be as free as wage- 
earners for taking up alternate employment. 


Mixing up this part with the intermittent seasonal unemployment 
by aggregating them, blurs the correct picture of seasonal unemploy- 
ment and it can hardly be any guide for providing additional employ- 
ment which will have to be complimentary in time to agriculture. 


Ill. 


The Illustrative Model 


To illustrate the thesis set forth above a “ test study” was con- 
ducted in 9 selected villages in the Bombay Karnatak region. Though 
it is not possible to summarise all the results of the field investigation 
here, certain important points can be indicated by way of clarification of 
concepts formulated and vindication of method enunciated. 


Problem of Disparity 


It has rightly been said that the problem of agriculture is not 
grasped unless the problem of its disparity is grasped. The type studies 
of the 9 selected villages bear ample testimony to this remark. The 
wide variations in factors affecting the volume and dispersion of employ- 
ment in the village underline how difficult it is to generalise on the 
phenomenon. 


Though one could almost say that the problem of agricultural 
employment consists of a series of local problems, at the same time, 
these local problems, though they differ in their immediate character, 
are one and all resolvable into the same general question—How many 
workers does agriculture really need in comparison with the number of 
persons now working? Despite the variations in conditions there are 
certain characteristics which bring into focus the phenomenon of under- 
employment in all its ramifications and, broadly speaking, the data 
collected are in a position to exemplify them. 


Population and Agriculture—Empirical data 


In general the underemployment problem in agriculture is too 
closely connected with the population pressure to be analysed in- 
dependently. How land per capita is declining and dependency on 


18 Census of India, 1951, Vol. I, Part I-A, Report, p. 138-150. 
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agriculture is increasing in India, as a whole, has been ably and 
statistically put forth in the Census Report, 1951.18 That this general 
trend has been more pronounced in the Bombay Karnatak region is 
exemplified by the empirical data. Viewed against this empirical 
background the facts relating to underemployment become more 
meaningful. 


Justification of Standard Units 


On the theoretical plane the basic concept of a standard holding 
has already been formulated. But it remained then to see how far and 
how exactly would it be possible to translate the theoretical concept into 
a working concept. For, certain difficulties are inherent in any attempt 
to reduce a theoretical concept to concrete terms. But an overall 
review of the investigation shows that this too ha. ‘not been so difficult. 
Taylor’s emphatic remark that it is definitely possible to designate “a 
proper size of the farm, for a given farmer, in a given state of develop- 
ment, on a given type of soil, in a given line of production and under 
given labour and market conditions” ® has by and large proved to be 
consistent in practice. 


For every village investigated a standard unit of cultivated holding 
has been determined. This unit, it is needless to repeat, is based on the 
assumption that it would provide full employment to an average culti- 
vator and his family under existing conditions. Naturally, therefore, it 
is not surprising that this size of unit should vary from one geographic 
tract to another. While for a village in the wet tract it is only 5 acres 
and for a village in transitional tract 16 acres, it is as big as 40 acres in 
a village situated in the extremely dry tract. Even for the villages in 
the same tract variations in size are noticeable, though to a comparative- 
ly smaller extent. It is quite possible that the units thus designated 
for the respective villages may be considered high or low according to 
one’s social outlook but that does not vitiate the scientific character 
of the definition based on the employment criterion. 


What however is necessary to drive home in this connection is not 
so much the variation in size which is easily understandable, as the fact 
of the existence of such a more or less definite standard unit with 
reference to each village. The following observations based on the 
investigation would convincingly indicate that this standard unit is in a 
sense already in operation though in an imperceptible way. 


We are here referring to the answers of cultivators to our questions 
which sought to elicit information on the extent of additional land that 


1% Taylor, H. C.—Outlines of Agricultural Economics, p. 171. 
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the respondent cultivator could be both able and prepared to cultivate, 
with the existing farm equipment. Significantly, answers to these 
questions have been revealing. The first outstanding feature is that 
the demands for such additional land, have, in a majority of cases, not 
been inordinate. This has to be pointedly stated because it is believed 
by some that the farmer’s “ thirst” for land is almost insatiable and 
that it is not based on any considered opinion regarding his capacity to 
cultivate. Our investigation revealed that the cultivators are quite 
aware of their capacity to cultivate and therefore their demands are 
certainly tempered by it. 


Such demands for additional land can be more appropriately 
examined with reference to three classes of cultivators. 


(a) Small Cultivators: These are the cultivators having holdings 
smaller than the standard unit. Out of the 95 small farmers investigat- 
ed, as many as 71, or more than 74 per cent of them, were in this sense 
in need of additional land, though the extent of it varied from one 
farmer to another. What is, however, more relevant in the present 
context is that a majority of them mentioned figures of additional land 
needed, which, when added to their respective cultivated holdings, 
would come neax to the size of the standard unit fixed for the particular 
village in question. 


(b) Big Cultivators : These are cultivators having holdings bigger 
than the standard holding. Here, of course, out of the 33 farmers 
examined, only 16 or about 50 per cent of the total needed additional 
land. Again what is more important to point out is that almost all 
these cultivators gave such figures of additional land needed, which 
would complement the existing holding to make it more or less a multiple 
of the standard unit. 


In the case of this and the above group what is to be spotlighted is 
that though the answers of such farmers who needed additional land 
may not hit the actual standard unit, their indications came close 
enough to justify the standard so fixed. 


(c) Standard Cultivators: These are the cultivators having hold- 
ings of about the same size as the standard unit. Out of 25 standard 
cultivators examined, only 4 or 16 per cent of them needed additional 
land, whereas the remaining 21 or 84 per cent of the total indicated 
that they did not need any additional land, as they could cultivate only 
the existing land and no more. 


‘ 
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Taken together, the answers from these three groups of cultivators 
convincingly drive home the important conclusion that with reference 
to any village, it is definitely possible to designate the standard holding. 
In fact, to repeat, such a unit is already in operation, though impercept- 
ibly and what is required is a thorough study of these facts which 
would bring out explicitly the size of the standard unit. 


Disguised Unemployment—Its extent and diffusion : 


When once the standard holding is defined for a village or area, the 
intensity of employment can be broadly measured against the standard 
so determined, the ideal case being that of full employment when the 
cultivated holding is of the size of the standard unit orabove. All other 
cases come under disguised unemployment. To what extent this 
phenomenon affects the cultivators in the selected villages has been 
analysed individually for each village but here only the general trends 
can be summarised. 


When we comprehend the problem as it manifests in the villages 
under study, in its totality, an important characteristic that is revealed 
is that the diffusion of disguised unemployment does not follow the 
same pattern. This is true not only in the case of villages in different 
tracts but also in villages of the same tract. This fact is strikingly 
brought out in the case of two villages in the wet tract. While in one 
percentage of “* small farmers ”’ is only about 33 in the other it is as high 
as 72. Similar divergence is also visible in the case of other villages. 


Without pausing to enumerate all such cases of divergencies, it is 
sufficient to stress that both in regard to the proportion of farmers 
affected by disguised unemployment in general and also of farmers hav- 
ing less than half the normal employment, there are wide variations 
amongst the villages studied. This fact renders difficult the statistical 
determination of the dimensions of the phenomenon of disguised un- 
employment as a whole. For, from a statistical point of view, in such 
cases, it is well-known that mere averages will not suffice. For, the 
averages will smoothen out these differences, on which, in fact, much 
light needs to be thrown. It would be therefore imperative, for a 
correct grasp and scientific presentation of the problem, to exhibit the 
dispersion by calculating the coefficient of variation also. 


However, for a rough and ready picture, we can calculate averages 
for selected villages of each geographical tract and thus try to arrive 
at the average for all the villages studied. 


UNDEREMPLOYMENT 


Disguised Unemployment 


Tract Average Percentages Average Percentage 
of farmers having of farmers having 
less than normal less’ than half the 


«mployment normal employment 
1. Villages in the Wet tract 60.6 36.4 
2. Villages in the transitional tract. 69.6 53.3 
3. Villages in the dry tract : 84.4 68.4 
Average for all villages selected 71.4 52.7 


Thus, on the whole, roughly about 71 per cent of the farmers are 
affected by disguised unemployment. More significant than this 
perhaps is the fact that as many as 52 per cent of cultivators have not 
even half of normal employment. Thus these two figures, in spite of 
all their limitations, present in concrete terms the alarming proportions 
which the phenomenon of disguised unemployment has assumed. 


Calculation of *“*Unutilised” Labour 


On the basis of these figures, an attempt can also be made to arrive 
at a rough dimension of “ unutilised labour” or what is generally 
regarded as “ Surplus Labour.”’ Assuming for purposes of a broad idea, 
that 52 per cent of cultivators had about half of normal employment, it 
can be said that about 26 per cent of them are unutilised or surplus. If 
it is further assumed that the remaining 19 per cent had about }ths 
of normal employment, (it is a valid assumption because their extent of 
employment is > $ but < 1) we can similarly say that about 5 per cent 
of them are surplus in this sense. Hence the aggregate dimensions of 
this surplus stands somewhere near 31 per cent of total number of 
cultivators. 


This is calculated merely as an indication.of the proportions and the 
limitations from which this calculation suffers are made very clear. 
It should be therefore viewed more as indicator of the order of the 
magnitude than as anything else having high precision. The only 
justification for attempting it is to suggest that it is possible to assess 
the overall dimensions of the problem with the instrument of standard 
unit. 


Another Dimension of Disguised Unemployment 


So far, while describing the phenomenon of disguised unemploy- 
ment, we only referred to cultivators having holdings less thar the 
standard unit, as those affected by it. Implicit in such a treatment was 
the assumption that when the cultivated holding of a family equals to or 
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exceeds the standard unit, that family continues to enjoy full employ- 
ment. Strange though it might apparently appear, our investigation 
has revealed what can be termed as another dimension of disguised un- 
employment which affects the group of “ big farmers.” Here we are 
again referring to answers relating to additional land desired. Of the 
58 big cultivators, significantly, as many as 26 or about 49 per cent of the 
total, desired such additional land. Though in many of the cases, the 
additional land desired is not very substantial, the very existence of 
this peculiar phenomenon nerds an explanation. 


When the cultivated holding of a particular farmer exceeds the 
standard unit by a substantial margin, both the bullock power and 
manpower of the family shall have to be necessarily increased. The 
families of these cultivators, are generally big enough to meet the 
labour requirements of holdings?® larger than the standard unit ; and 
they also possess two or more pairs of bullocks. 


The real problem arises when, for example, a family has, say, two 
pairs of working bullocks, and the proportionate complement of labour, 
but when the cultivated holding is less than twice the standard unit. 
In this particular case, therefore, the farmer is both willing and capable 
of cultivating a holding of the size twice the standard unit, whereas his 
actual holding is somewhat less than that. Hence the emergence of 
this peculiar phenomenon, which arises mainly on account of the in- 
divisibility of bullock power. To repeat, when the cultivated holding 
exceeds the standard unit by a perceptible margin, bullock power will 
have to be also increased, but this can be added only in “ pairs” and 
not in any “ fractions’ thereof, as in the case of land. 


To put it in a more general form, this dimension of disguised un- 
employment amongst the big farmers is a consequence of the fact that 
instead of their cultivated holdings being exact multiples of the standard 
unit, actually fall short of such multiples by a small margin. In such 
of the cases in which the cultivated holdings are exact multiples, ob- 
viously, the question of these farmers being affected by this type of 
disguised unemployment does not arise. ‘ 


Incidentally, the existence of this type of disguised unemployment 
even among the big cultivators’ group brings into sharp focus the need 
for the “ rationalisation ” of agricultural employment. 


2°. That explains why the norm of the standard holding ceases to apply to 


the families of big cultivators. 
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Seasonal Unemployment 


Lastly we turn to seasonal unemployment which is another part 
of underemployment. While trying to assess the proportions of seasonal 
unemployment, our study has revéaled, that it would be helpful to make 
a distinction between two components of seasonal unemployment. 


(i) Unemployment during the ‘ Off-season’ or dead season, and 


(ii) the Intermittent seasonal unemployment.”! 


In contemplating agricultural production the first fact which strikes 
the inquirer is that there is a period, which has been referred to as the 
‘**dead season,”’ when nothing has to be done in agriculture. With 
reference to any area or crop, this season can be easily determined, for, 
it is well marked out. That is why this period of idleness is regarded 
as more definite, continuous and sustained. Its being called the ‘ dead 
season ’ is no misnomer, for the season is dead in more than one sense. 
Not only there is practically no work on the farms, but the village 
economy in general betrays signs of being in a state of ‘“‘ unemployment 
trance.”” Even for labourers employment is hardly available in the 
course of this period. 


Apart from this ‘ off-season,’ there is the other component of season- 
al unemployment, which can be called intermittent seasonal unemploy- 
ment. As contra-distinguished from the former, which is definite, 
continuous and sustained, the latter is indefinite, sporadic and inter- 
mittent. It is here that the rhythm and vagaries of climatic and bio- 
logical process in agricultural production express themselves pronounced- 
ly. As an illustration of the concept, the usual case of the gap between 
the completion of preparatory tillage and sowing operations, may be 
cited. It is this interval of ‘ waiting’ for a shower that constitutes the 
intermittent seasonal unemployment. Such intervals, by their very 
nature, are bound to remain both indefinite in their periodicity and 
uncertain in duration. 


Even after the ‘ off-season’ months of unemployment are taken 
out from the work-schedule of the cultivator, for the remaining months 
also there is no continuous and uninterrupted employment. But they 
are interspersed with brief “ gaps” of no work. For a quantitative 
appraisal of this phenomenon, records of day-to-day employment of 
cultivators may have to be maintained over a period of years. Because, 
it is not merely a question of determining the aggregate length of such 


21, Because of lack of space, only the conceptual aspect of the approach to 
seasonal unemployment is indicated here. 
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unemployment in a year but also one of determining how this total figure 
is broken into bits and interspersed in particular months. 


The splitting up of total seasonal unemployment of cultivators into 
these two components is not merely an academic exercise but its real 
significance can be best appreciated in providing basic data for formulat- 
ing policy in order to achieve fuller employment. If, against the rural 
background, the definition “ current availability for gainful work ”’ is 
accepted for purposes of indicating unemployment, only the off-season 
can be regarded as a period when the cultivators are available for outside 
employment. For, during that period farmers are “ released ”’ from 
farm-work and are in a true sense free to take up outside employment. 


On the other hand, the intermittent unemployment connotes only 
a sort of waiting period when the farmer is not genuinely free, but is only 
“* bidding time ”’ to take up the next operation. He is idle but not free. 
Unlike the former this period is highly uncertain both in its duration 
and periodicity. Thus it may be said to form an inevitable period of 
idleness woven inseparably into the process of agricultural production. 


Bombay N. A. MasJuMDAR 


REFORMULATION OF THE CONSUMPTION GOODS 
MULTIPLIER 


I 


IpEas of Prof. Nurkse regarding disguised savings potential in under- 
developed countries are too well-known to be recounted here. It is su- 
fficient to note a few points about which one feels uneasy. Prof. Nurkse 
starts by taking the volume of disguised unemployment for granted. 
To him the problem of removal of disguised unemployment appears as 
one of a forced redistribution of output as between productive and 
unproductive consumption. In his scheme of ideas, productive and 
unproductive consumption are simply alternatives to eachother. That 
the phenomena of unproductive consumption in the economy may be 
due to something else than the organisational deficiencies has not been 
visualised by him. If that is so, it necessarily follows that a country 
with a larger percentage of disguised unemployment should have a larger 
savings potential than the one having a smaller percentage of disguised 
unemployment because such a country will be having a larger percentage 
of its output being unproductively consumed and therefore, a larger 
percentage of output available for forced redistribution. One has a 
feeling that some thing is missing. For a proper understanding of the 
working of the economy, clarity on these points is essential. 


II 


At this point the concept of the Consumption Goods Multiplier! 
introduced by Prof. C. N. Vakil and Dr. P. R. Brahmanand may be 
brought into the picture. The value of the Consumption Goods Multi- 
plier is provided by the formula 


1 
g +d (mpc) 


d is the ratio of the consumption of the disguised unemployed to the 
wage rate, and mpc is the marginal propensity to self-consumption. 
Hence forward, we shall call it mpsc, in order to avoid confusing it with 


, where g is the wage-goods gap 


1 See Planning S an Expanding Economy. By Prof. C. N. Vakil and Dr. 
P. R. Brahmanand. pp. 262-65. 
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the Keynesian mpc.?_ The distinction has not been made clear in the 
book itself but must always be borne in mind. 


The significance of the wage-goods gap, i.e. g must be properly 
grasped. If the wage rate w is 1 and if the d i.e. the ratio of average 
consumption of the disguised unemployed to the* wage-rate is 1/2, 
the wage-good gap, i.e. g is 1/2. Thus, if the wages are Rs. 400 and if 
the unproductive consumption of the disguised unemployed is worth 
Rs. 200, the transformation of the disguised unemployed cannot be 
automatic because the transferred worker will now demand Rs. 400, 
while previously he was consuming goods worth of Rs. 200 only. Even 
after the fullest mobilization of goods previously unproductively consum- 
ed, there will be a shortfall in the resources. The transfer cannot 
therefore be self-financing. It is this, that explains equilibrium at an 
under-employment level. It also explains that the problem is not 
simply one of organization or a forced redistribution of output. In 
other words, the phenomena of disguised unemployment is an 
adjustment forced on the economy due to the short-fall of wage-goods, 
given the rate of wages. Further, the gap between w and d will tend 
to be larger in more overpopulated countries and therefore, they will 
tend to be worse off. This puts the population problem in proper 
perspective. 


It must be noted that the multiplier does not come into operation 
without prior investments through forced or voluntary savings. This 
investment will create a certain volume of employment. This employ- 
ment will be self-financing because funds have already been mobilised 
for it. But, this increase in investment employment will cause a 
decrease in the disguised unemployment. (Labour force is assumed to 
be constant). This decrease in disguised unemployment will tend to 
release the surpluses. The extent of this release will depend on the 
values of d and mpc. Whatsoever the amount of surpluses released 
these will be pure windfalls to the investment sector. Secondary in- 
creases in employment will thus become possible. Thus, the total 
investments will be greater than the initial investments, without having 
any inflationary tendency. 


The establishment of functional relationships between population, 
investment, output, wage rate and volume of employment is very 
helpful but the formulation itself needs to be corrected. The processes 


* This is very important. The significance of this distinction will become clear 
later on. Disregard of this distinction has resulted in a certain amount of confu- 
sion; Vide Articles by Prof. Das Gupta and Messrs. B. C. Desai and A. K. Sen 
appearing in Economic Weekly. Aug. 25th and Sept. Ist and 29th 1956. 
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through which the surpluses are released also need to be explained. 
To this, we now proceed. 


Ill 


The idea behind the multiplier is that there is a possibility of 
cumulation in investments if the surpluses are released towards the 
investment sector when the average income of those left behind increases 
as a result of removal of the disguised unemployed. The extent of 
release of surpluses depends upon the proportion of d saved. If that 
is so, it is contended that the above formula is correct only on the 
special assumption that the entire d consists of the consumption of one’s 
own product only so that whenever mpsc is less than one, the removal 
of disguised unemployed causes a direct increase in the surpluses avail- 
able to the investment sector. The word direct is advisedly used 
bacause in the abeve case where entire consumption consists of one’s 
own product only, the mpse and the mpe are synonymous, so that 
whenever the mpsc is less than unity, it necessarily follows that there 
are positive savings. Now, if it can be shown, as it can very easily be 
done, on the basis of the simple law of diminishing utility, that thempse 
has a tendency to fall, it follows that the mpe will also fall. This ensures 
that at least a part of the surpluses will be released. Thus, there is 
shown to be an automatic tendency for cumulation in investments. 


This goes quite well with the assumption stated above ; but, as 
soon as we give it up, we are faced with difficulties. Thus,.in reality, 
where consumption consists also of the products obtained through 
exchange, the mpsec and the mpe cease to be synonymous. One of the 
consequences of this is that the proportions of savings effected cannot 
now be directly inferred from the behaviour of the mpsc as in the previ- 
ous case. It is quite likely that while the mpsc is falling, the consum- 
tion of the goods procured through exchange is increasing. Thus, 
a falling mpse no longer implies a falling mpc. Due to this, the above 
formula gives wholly erroneous results and must, therefore, be rejected. 


Thus, let us suppose that d is 1/2 and, therefore, g is also 1/2. Now 
the removal of 100 disguised unemployed will cause an increase in the 
income of those left behind by 50 units, of which let us suppose 25 units 
are consumed by way of self-consumption, and 25 units are spent on 
industrial products. There is no release of surpluses and, therefore, the 
multiplier cannot be greater than unity. But, according to the original 

1 1 4 


g+d(mpsce) 3° 


formula, the multiplier will be : 


La: 
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It might be thought that the formula can be saved from reproach 
by putting mpc in place of mpsc, so that we no longer look only at that 
part of the additional consumption which consists of self-consumption 
but we look at the whole of it. Thus, in the above example, mpsc = }, 
but mpe = 1, so that by substituting mpc for mpsc in the formula, we 

1 1 
g+d(mpe) 4+} (J) 
appears that this modification is sufficient, but this appearance is 
deceptive. But, before proceeding further, let us note one of the 
consequences of substituting the mpe for the mpsc. While in the case 
of the mpsc, which refers to additional consumption of only particular 
commodities, it could easily be proved that it has an inevitable tendency 
to fall sharply, the same cannot be said regarding the mpc, which refers 
to entire additional consumption. Due to this, the tendency towards 
an automatic cumulation in investments cannot be assserted with the 
same confidence as in the previous case. This problem has baffled 
quite a few; they are sceptical about cumulation in investments as 
they expect the mpc to be nearer unity. This matter is taken up in 
subsequent sections. 


get the multiplier = =1. At first sight it 


IV 


We accept the basic idea that the multiplier varies directly with 
the release of surpluses. Our objection to the multiplier formula was 
not that it was incorrectly conceived, but that it was based on partial 
recognition of the sources of surpluses. Thus, the above formula was 
based on the conception that the positive mps or the falling mpc is the 
only source of surpluses. But, in fact, the marginal release of sur- 
pluses mrs is a direct function of various variables of which mps is only 
one of them. 


There is another objection also. The above formula was so devised 
that it took account of investment employment only. As will be argued 
below, the total expansion of employment is bound to be greater than 
the total increase in investment employment. The consumption goods 
multiplier not only multiplies employment in the investment sector, 
but outside of it also. 


A satisfactory formula must be worked out in terms of total 
increases in employment of which increases in investment employment 
are only a part. It is, therefore, necessary that it must take into 
account both the form as well as the quantum of consumption. It is 
not only the shifts in the consumption function but also the shifts in 
the pattern of consumption that ensure the operation of the multiplier. 
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While the importance of the mpc is well known, the importance of the 
pattern of consumption has not been so obvious. 


We divide the Economy in two sectors—the agricultural and the 
non-agricultural. Disguised unemployment is assumed to be concentrat- 
ed in the former. Population is constant. Consumption and product- 
icn of consumers’ goods are valued at retail prices and converted into 


wage units. Output of consumers’ goods is assumed to be invariable 
in the short run. 


Now, if the employment is increased through a prior mobilization 
of wage-goods, it necessarily follows that disguised unemployment 
decreases. If the marginal release of surpluses mrs from the agricultural 
sector are positive, there will be secondary increases in employment. 


. 
The multiplier will be 1 — d (mrs). 


So far so good. We are now interested in knowing whether there 
are any automatic forces tending to release surpluses from the agri- 
cultural sector. 


The consumption of the disguised unemployed, will accrue to 
those left behind in the agricultural sector as an additional income 
when the farmers are being taken out. It is widely held that 
the entire additional income will normally be consumed away so that 
there will be no release of surpluses so that the multipliers greater than 
unity are exceptional. 

But, the problem needs a little disentangling. The d consists 
of two parts-self-consumption and consumption of the non-agricultural- 
goods. The additional self-consumption out of the additional income, 
i.e., the mpsc, will not only be falling, but steeply falling as the agri- 
cultural goods are necessaries. Thus, the mpsc will be smaller than the 
apsc, i.e., the average propensity to self-consumption of the disguised 
unemployed who are now removed. A part of the previously self- 
consumed output will, therefore, be marketed. 


Let us put the same matter in another form. Self-consumption 
in the agricultural sector is determined by the number of dependents 
and average income. Removal of the disguised unemployed sets up 
two opposing tendencies. A decrease in the number of dependents 
tends to diminish the quantum of self-consumed output and an increase 


¥ 


24 THE INDIAN ECONOMIC JOURNAL 


in average income tends to increase it. But, we know that the latter 
tendency is likely to be much weaker than the former. Therefore, the 
removal of the disguised unemployed will cause an increase in the 
marketable agricultural output. The marketing of previously self- 
consumed output is a significant change. 


Thus, suppose the removal of disguised unemployed causes an 
increase in the marketed output which will be ultimately sold for Rs. 100 
to the consumers. It is well known that the farmer does not obtain 
the full price for his goods. It is quite common that the farmer receives 
only twelve annas in a rupee spent by the consumer, so that in this 
case, he obtains only Rs. 75. Rs. 25 are taken away as if by way of com- 
mission on the marketing or discount. There has thus been a release of 
the wAge-goods worth Rs. 25. The changing pattern of consumption 
by subjecting increasing quantities of agricultural outputs to market- 
ing discounts curtails the spending capacity of the farmers. This 
release is, therefore, automatic in the sense that it is inherent in the 
very mechanism of the economic system, as itis. This release of goods 
will generate successive rounds of increases in employment. 


It may also be noted that since the mpsc is normally steeply falling, 
the larger the removal of the disguised unemployed, the larger will be 
the increase in the agricultural output marketed so that the releases 
by way of marketing discounts will be larger also. Thus, the mrs on 
this account is a direct and an increasing function of the magnitude 
of the disguised unemployed removed or which comes to the same thing, 
the accrual of additional income. 


Let us now note another possibility. The farmer may also spend 
a certain and an increasing proportion of his additional income on the 
tertiary services such as amusements, festivities, travels, education, 
medical services, ete. An increasingly prospering peasantry creates 
wider and wider vistas of increasing employment in this sector. The 
farmers can command these services only if they refrain from consuming 
material goods. The wage-goods thus foregone become available to 
the suppliers of these services. 


This then is another source of the release of surpluses. The mrs 
on this account is also a direct and an increasing function of the addition- 
al income. 


Thirdly, due to increasing demand from the agriculturists, industri- 
al prices may rise. There is thus a possibility of forced savings. We do 
not rule out this possibility. In fact, in Russia, this along with high 
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rates of marketing discounts known as price scissors seems to have 
played an important role. But, we are not going to overemphasize 
this possibility, as we are interested in knowing the possibility of release 
of surpluses under stable conditions. 


Lastly, are we justified in assuming that the marginal savings by 
the farmers will be zero? With this widely held view, we do not agree. 


It is obvious that the decrease in the burden of dependency will 
increase the average incomes and widen the margin available above 
the subsistence requirements. Farmer's ability to save will, therefore, 
increase. 


What about his willingness to save. It may also improve. With 
drawal of unproductive dependents brings the farmer out of the subsi- 
stence orbit,’ which changes his outlook. Prospects of improving life 
are presented to him in a way in which they were never. presented to 
him before. A permanent reduction in the burden of dependency 
makes it possible for him to think in terms of continuous small inprove- 
ments in his property. 


There are almost infinite items in the form of which the farmer may 
choose to save. Thus, with the increased income he will be able to 
take better care of his plough, cart, agricultural implements, live stock, 
etc. He may not only keep them in better upkeep and repairs, but 
he may even think of new and better purchases. He may also think 
of improved seeds and manuring. He may even undertake really big 
investments in the form of construction of wells or installation of 
mechanical pumps, better housing, growing of such crops as fruits 
and some of the cash crops which involve more waiting. Lastly, he 
may contribute to small savings or purchase gold or simply hoard the 
cash. All this is nothing else but saving. 


When the matter is put in this way, it will be admitted by the one 
and all that the mps will not be zero. Let us try to explain why in 
spite of this admission, most people assert in the first instance that the 
mps of the farmers will be zero. 


In the first instance, the belief appears to be due to the observation 
of the behaviour of the wage-earners whose mpc is almost unity. But, 
the propensities applicable to the wage-earners are not directly applica- 
ble to the farmers for although in terms of income earned they may be 
on an equal footing, the status of the farmers is distinct from that of 
the wage earners. Farmer is not a wage-earner, whatever his income ; 
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he is a self-employer, a property owner and an entrepreneur in part. 
It is well known that the propensity to save of these classes is greater 
than that of the wage and salary earners within the same income group. 
Due to this, the conclusions derived from the behaviour of the wage- 
earners should not be indiscriminately applied to the farmers. 


Secondly, it appears that the conclusion is derived from the obser- 
vation of the changes in farmer’s propensity to consume in response 
to temporary increases in income as in the case of good harvests or ris- 
ing prices of agricultural products. The farmer consumes almost the 
entire additional income because the savings possible may be too 
meagre, to enable him to make any effective improvement and, secondly, 
because these possibilities of savings are not repetitive, for the additional 
incomes themselves disappear with the return to normalcy. Due to 
this non-repetitive character of the possibilities of savings, the improve- 
ments in property which require continuous applications of savings 
are just not thought of. Further, these saving possibilities are casual 
and once for all, so that the farmer is not able to think in terms of cumu- 
lative increases in his savings, the lure of which is a major inducement 
to save. Lastly, the margin above the subsistence is only temporarily 
raised so that the unconscious desire to enjoy the most out of it is only 
too great. But, the position is different in regard to the removal of 
the disguised unemployed. The accrual of additional income is repetit- 
ive, so that the margin available for savings is permanently widened. 
The farmer no longer thinks in terms of snatching the most out of an 
opportunity. He is more willing to save because he can also think 
of a consistent behaviour pattern year after year. Thus, a farmer may 
plan to purchase a bullock when the burden of dependency decreases 
and he may, therefore, consistently save in order to build up a fund. 
Or alternatively, he can borrow the necessary amount which he can 
repay in instalments. Neither of these decisions are possible in case of 
temporary increases in income. They may be too small or his normal 
income may be such that he cannot afford a bullock, so that the return 
to normalcy may compel him to sell it. Thus, the casual increases in 
income do not present a very large body of the farmers with the alterna- 
tive between consuming them or saving and investing them. The 
withdrawal of the disguised unemployed from the farming sector does 
provide this alternative as well as an incentive to save by making the 
farmer conscious of the possibilities of a better life. These permanent 
increases in income create opportunities as well as incentives to save, 
in a way in which the temporary increases in income do not. Thus, 
the conclusions derived from the observations regarding the saving 
habits under casual changes in a stagnant economy do not hold good for 
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the permanent changes occurring under conditions of an expanding 
economy. 


Thirdly, it appears that we are so much obsessed with the idea of 
separation of the savers from investors that we almost refuse to count 
as savings those acts of capital formation where savings and investments 
are done by identical persons. Of course, it is not implied that there is 
ignorance regarding this, but it is contended that the way in which the 
arguments regarding the complete mobilization of the disguised savings 
potential are conducted amount to a disregard of this all-important fact. 
May we ask from where the farmer will obtain the funds necessary for 
agricultural investments of all types if the entire surplus is usurped by 
the State? Indeed, if it were explicitly realised that the small and 
big improvements that the famer is able to make are all acts of savings 
and investments made possible by the addition to his income, the case 
for the taxation of the entire disguised savings potential would not 
have been argued so vehemently and persistently. There is an important 
policy implication in this, but space forbids its elaboration. For the 
time being, let it be noted that the zero marginal propensity to save is a 
bogey which must be discarded. 


In conclusion, we may recapitulate what is said above. We have 
shown the possibility of the consumption goods multiplier being greater 
than unity even though the mps may be zero on the basis of changing 
pattern of consumption under the stress of increasing income. Secondly, 
it is incorrect to assume that the mps will be zero. We have shown that 
these release of surpluses are a direct and increasing function of the dis- 
guised unemployed taken out. 


Thus, the multiplier greater than unity instead of being an excep- 
tion is the rule. Rather, the multiplier equal to unity is an exceptional 
phenomenon. 


VI 


Incidentally, we may point out an error of Prof. Nurkse. Various 
types of distributive services are an indispensible link in the chain that 
transmits the surplus wage-goods to the investment sector. He has 
taken note of this fact, but excessive concern with what happens in the 
investment sector only led him to overlook the fact that an increase in 
distributive activities will itself generate further employment there 
which will cause a further reduction in disguised unemployment and 
further release of surpluses and so on. In fact, this chain of successive 
reactions and reductions in disguised unemployment is not worked out. 


ae 


28 THE INDIAN ECONOMIC JOURNAL 


Let us suppose that the removal of 20 disguised unemployed agri- 
culturists releases surpluses worth Rs. 100, of which one half i.e. Rs. 50 
leak out by way of distributive costs and Rs. 50 reach the investment 
sector. If the wage rate is Rs. 10, the transfer of these 20 labourers to 
the investment sector will require a savings fund of Rs.200._ But Rs. 50, 
as noted above will accrue as surpluses from the agricultural sector due 
to removal of farmers from that sector. Rs. 150, therefore, remain to 
be collected. Thus a savings complement of Rs. 150 will enable an 
investment of Rs.200. This is the position of Prof. Nurkse. 


His mistake consists in ignoring the fact that Rs. 50 expended by 
way of distributive costs will employ 5 labourers in that sector, causing a 
further reduction in disguised unemployment and further releases of 
surplus worth of Rs. 25. This release itself will cause a further increase 
in employment. Thus the chain of successive reactions will work. 
These secondary releases of surpluses will be Rs. 25 + 12-5 + 6-25 +... 
= Rs. 50 of which Rs. 25 will have leaked out to distributive sector 
but Rs. 25 will have reached the investment sector. An additional 
investment worth Rs. 25 now becomes possible. Thus a savings 
complement of Rs. 150 enables an investment not of Rs. 200 but of 
Rs, 225. 


Prof. Nurkse did not work out the consequences of distributive 
leakages. The distributive costs appear as leakages from the investible 
funds to Prof. Nurkse. This is true in the sense that the expansion of 
employment in investments will be lower than the total release of sur- 
pluses. But, this type of approach leads to an underestimation of the 
release of surplus itself. In fact, what appear as leakages turn out to be 
only particular forms of economic activity. Disregard of this fact not 
only underestimates the total increase in employment ; it underestimates 
the possible increase in investment also. 


Bombay V. N. Kornari 
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CO-OPERATIVE FARMING : VIEWS AND REVIEWS 


Co-oPERATIVE Farming, which off and on, peeped in our thinking on 
land reforms and agricultural development is of late making a bid to 
grow into a cynosure. The process has been helped by a number of 
recent publications on this subject.* The term Co-operative Farming 
is often very losely used and means different things to different people. 
The new publications, we hope, will clarify the various concepts and 
introduce a more exact use of the terminology. Broadly speaking, when 
we speak of Co-operative farming, two distinct issues are involved : 
one pertains to land tenure and ow — rights, the other to the form 
and method of farming. 


We may begin by examining the views on the subject expressed 
in the Second Five Year Plan. It is stated that “‘ the main task during 
the Second Five Year Plan is to take such essential steps as will provide 
sound foundations for the development of co-operative farming, so that 
over a period of 10 years or so, a substantial proportion of agricultural 
lands are cultivated on co-operative lines.”” But, immediately a question 
is raised as to what precisely is meant by co-operative farming. In 
reply, it is stated that “* co-operative farming necessarily implies pooling 
of land and joint management,’ but it is added that “‘ at this stage of 
development, considerable flexibility is needed in the manner in which 
lands may be pooled and operated in co-operative units. Thus, farming 
as a whole, may be managed as a single unit for all purposes or for some 
selected purposes. Groups of families may form special units within 
the co-operative farm or as is likely, in the first stage of co-operative 
development, there may be family holdings supplemented by joint 
work for specific purposes. Considerable practical experience has to be 
gained in carrying out co-operatively agriculture and other activities 
under different conditions and an attitude of experiment should be 
maintained in all matters of detail. ” 


The ultimate aim is more fully explained in the Section dealing 
with the pattern of village development. After stating that one could 


* 1 Report of Indian Delegation to China on Agrarian Co-operatives ; Planning 
Commission. 


* Studies in Co-operative Farming. Programme Evaluation Organisation, 
Planning Commission. 


% Co-operative Farming : Some Critical Reflections. Raj Krishna, L. C. Jain, 
Gopi Krishnan. Indian Co-operative Union. 


* Co-operative Farming and Individual Farming on Co-operative Lines : 
Dr. Otto Schiller, Indian Co-operative Union. 
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visualise within the scheme of land management in each village, an 
individual sector, a voluntary co-operative sector and a community 
sector and that the relative proportions between these sectors will be 
a matter of growth and development as well as positive planning, it is 
emphasised that the aim would be to enlarge the co-operative sector 
until the management of the entire land in the village becomes the 
co-operative responsibility of the community. But we are assured that 
even when a larger area or the village as a whole is the unit of manage- 
ment, ‘for many years, the common unit of operation will be the 
peasant holding. ”’ Even in regard to ownership rights, it categorically 
states that “ co-operative village management assumes that the owner- 
ship of land belongs to the peasant.’’ Strangely however, this cate- 
gorical assurance is diluted by a grand piece of euphemism. We are 
told that ‘“‘once the stage of co-operative village management is 
reached and work opportunities developed in adequate measure within 
the rural economy, the distinction between those who have land and 
those who are landless will lose much of its significance. ”’ 


The Indian Delegation to China on Agrarian Co-operatives visited 
nineteen co-operatives in different parts of China during their two 
months’ stay in that country and came to the conclusion that the 
Chinese co-operatives have achieved practically everything which any 
agrarian policy could humanly achieve. They were also convinced 
that the large masses of cultivators have joined the co operatives 
voluntarily and that they are working on it “ enthusiastically and with- 
out any inhibitions.”’ It is, however, not our intention in this article 
to examine the validity of this verdict because here we are concerned 
mainly with the recommendations which the Delegation have made in 
regard to the adoption of co-operative farming in India. All that one 
would like to say is that, strange though it may seem, the official accounts 
of the working and achievements of the Chinese co-operatives give a less 
rosy picture both of the economic achievements and voluntariness of 
people’s participation ; and the Majority of the Delegation, in giving 
their verdict, have taken upon themselves a grave responsibility. 


Based on their experience in China and the analysis of the situation 
in India, the majority of the Delegation declare that agrarian co-operati- 
ves are to-day a historical necessity in our country. They offer a new 
hope for the millions of landless families. 


The arguments in favour of adoption of co-operative farming have 
been briefly summed up in a paragraph in the last Chapter of the Report 


! Two members of the Delegation radically differ from the views of the majority 
and have submitted a well argued Minute of Dissent. With apology to them, the 
word Delegation is used in the Article instead of the Majority of the Delegation. 
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and we take the liberty to reproduce it in full. “* Co-operative Farming 
will enable the fuller utilization of the capital resources, reduction of 
cost and mobilisation of savings and capital formation. It will also 
offer opportunities for utilizing a part of the labour force for improving 
village communications and housing and for the provision of other social 
amenities. Planning at the village level will become possible. Besides, 
it will provide opportunities of working together for the various groups 
of people now held apart by social and communal divisions and thus 
bring about increasingly an emotional integration of the people into 
a living entity.” 


The Delegation believe that the real difficulties in the way of speedy 
improvement of land and intensification of agriculture in India arise 
mainly out of the limitations inherent in family farming, which they say, 
“is characterised by the considerations of money cost (outlay) and 
benefit (return) to the individual farmer rather than social costs and 
social benefits.’’ They draw attention to the fact that while most of 
the holdings in India are small, more than two-thirds of the total area 
is comprised in holding exceeding 10 acres, necessitating employment 
of hired labour. On all such farms, improvement can be brought about 
only by employment of hired labour and “ within the given price and 
wage structure, many of them are not sufficiently remunerative.” This 
sets a limit to the extent to which a cultivator could go in undertaking 
improvements through hired labour even if he were to be provided with 
the supplies and finances required for the purpose. It is indeed true that 
there are many types of capital investments essential for the improve- 
ment of agriculture, which cannot be undertaken by an individual 
cultivator, irrespective of price-wage structure. ‘This, at best indicates 
the necessity of some sort of co-operative or state action and the out- 
lays under the Five Year Plans indicate the efforts in this direction. 
In the context of the present price-wage structure, however, hardly 
any well conceived investment is likely to be unremunerative, in the 
sense referred to by the Delegation. Besides, if they are really un- 
remunerative, it is difficult to see how collectivisation of agriculture 
would solve that problem, except perhaps that it would create condition 
for effecting patriotic cuts in wages or make subsidization by State 
more acceptable. What is probably meant is that if the community 
or the State makes the necessary investments, their benefit should also 
accrue not to a few individuals but to the entire agrarian community. 
It is true that the present agrarian structure in India would inhibit 
the universalization of the benefits accruing from State or community 
investments but it does not follow that this could be avoided only by 
pooling of all lands and abolition of ownership rights. 
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On the question of the institution of family farming being an 
impediment to capital formation and agricultural improvements, the 
view of the Delegation appears to be somewhat confused. At one 
place, they say that “‘ the return on investment could be increased 
either by stepping up prices of agricultural produce, or by decreasing 
the wages, or both.”” Though arithmetically correct, the economics 
of such a proposition is extremely shaky. At another place, the Dele- 
gation rely on the familiar argument of economics of scale and quoting 
the Farm Management Studies conducted under the auspices of the 
Research Programmes Committee of the Planning Commission, draw 
attention to the fact that “in small holdings, costs exceed income and 
the small farmers do not get an adequate return even for their labour. ” 
At best, this makes out a case for the enlargement of the small holdings 
through a programme of consolidation or mergers, or even of co-operati- 
vization on small holdings. But, this type of economic data requires 
more careful and, if one may say so, more professional handling, especi- 
ally, if they are to be used for making major policy decisions. The 
deficit on small farms may be due to factors which are either functional 
(such as lack of credit etc.) or structural (faulty factor combination). 
The former could be corrected through Service Co-operatives. How 
many of the latter could be corrected by an alternate type of farming 
institution is however a moot point. Mere enlargement of the scale 
of operations without reduction of the labour complement cannot correct 
the factor maladjustment except perhaps in relation to cattle and 
equipment. The unfavourable land-labour ratio on small farms is 
perhaps the single most important factor for the low income of these 
farmers. This unfavourable land-labour ratio is not likely to be 
corrected by resorting to co-operative farming. On the contrary, if, 
as is suggested, all those who wish to take to cultivation are to be 
accommodated on the co-operative farms, the return to labour on such 
farms will continue to be meagre, unless this surplus labour is diverted 
to other economic activities.. It is possible to argue that the utilization 
of this surplus labour would be facilitated if the disguised unemploy- 
ment existing at present in fragments on the scattered and isolated 
units of individual enterprises is brought into the open. But whether 
in order to do so, it would be necessary to abolish the property rights 
in land, as is done in China, is again a matter which needs fuller consi- 
deration. 


While the brief acquaintance with the Chinese experiment led 
the Delegation to the conviction that co-operative farming was a 
historical necessity, the dismal record of experiments in co-operative 
farming in India had apparently no dampening effect on them. The 
Programme Evaluation Organization of the Planning Commission has 
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published reports of the working of 22 co-operative farming societies 
in India. These Reports make a dismal reading. The most disconcert- 
ing fact about these co-operatives is not that they have not been able 
to make a financial success of the experiment but their utter failure to 
abide by the essential principles of co-operative endeavour. As these 
reports clearly reveal, many of these co-operatives were formed by 
absentee land holders with a view to evading the consequences of the 
land reform legislation. It followed that most of them did not parti- 
cipate in the work on the farm or at best confined themselves to super- 
vision and management, necessitating employment of hired labour. 
All in all, these co-operative farming societies were a travesty 
and a total distortion of the ideal of co-operation. They were obviously 
not a step towards land reforms and better agrarian relationships, but 
away from them. What is, however, most surprising is that most of 
these co-operatives were considered eligible for Government loans and 
subsidies and, in fact, received substantial amounts from it. The 
Delegation may not be blamed for ignoring these unpleasant facts and 
in not allowing the faith built up by the Chinese success to be shaken 
by the failure of the ideal in India, for it can be argued that an experi- 
ment of this sort needs a climate of opinion and a conviction on the 
part of the authorities which it should be able to transmit to the farming 
community. That these convictions are lacking today cannot be denied. 
At the same time the distortion of the experiment certainly indicates 
the dangers which might beset mass action in these spheres. . 


Though the Delegation consider Co-operative Farming as a 
historical necessity, the immediate programme of action recommended 
by them is free from any trace of dogmatism. They recommend 
that a well-laid administrative programme of co-operative societies 
should be worked out with the object of having at least one society in 
every group of 80 villages in the next four years. This would mean 
roughly about 10,000 societies. It is emphasised that the principle 
of voluntariness should be scrupulously adhered to. A person should 
be free to leave a co-operative society whenever he chooses to do so. 
The Delegation have exercised commendable scrupulousness in elaborat- 
ing this principle of voluntariness when they say that efforts by the 
State to persuade farmers to join co-operatives must aim at producing 
in them a conviction to join a co-operative and not act directly or 
indirectly as leaving them no alternative but to join. Citing an example 
of indirect coercion, the Delegation mention that “it may be practised, 
for instance, under the pretext cf making preferential supplies to co- 
operatives and excluding the individual farms from the same.” In 
a very significant sentence they say that “the test of farmers joining 
voluntarily or not is whether the last decision to join is with them. ” 
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The Delegation are also against the formation of very large size societies 
which might lead to bureaucratization. Apparently, during this 
transitional stage, at any rate, the Delegation would allow family 
farming, provided every family retained only so much land which it 
could cultivate through its own family labour and which would not 
involve employment of hired labour. This limitation may prove 
thoroughly irrational, for the amount of land which could be cultivated 
through family labour would depend not only upon the size of the 
family—family planner beware—but also on the nature of the soil and 
the crop and also on capital equipment. The limitation may thus give 
rise to serious inequality in incomes. But let us leave this aside. The 
excess land is to be taken over to form the co-operative pool and rent 
would be payable for the land so acquired. Those who agree to pool 
their lands for co-operative cultivation would be entitled to an owner- 
ship dividend. 


If this is the programme, it is not very much different from the 
one which is already on the agenda of the second Five Year Plan of 
land reform. The crucial question is, is this, as in the case of China, 
simply a preparatory stage ultimately culminating in collectivisation 
of agriculture? It is not clear at what stage the payment of rents 
for surplus land and ownership dividend on the pooled land would be 
abolished—so that the distinction between those who have land and 
those who are landless may lose some of its significance—and whether 
the fact that these would be abolished in due course would be conveyed 
from now on to the farmers or would be kept secret as was done in 
China ! 


If the Delegation’s Report may be said to err on the side of optimism 
in regard to the feasibility of radical (and perhaps, unnecessary) insti- 
tutional changes, the authors of the brochure ‘‘ Co-operative Farming ” 
(Published by the Indian Co-operative Union) go to the other extreme 
of taking a negative, if not, a defeatist veiw of the potential in this 
sphere. Secondly, while the Delegation draw heavily on their experi- 
ence of the Chinese collectives, the ICU monograph’s documentation 
on the subject is commendably comprehensive. Its main conclusions 
are:(1) After institutional handicaps—such as absentee landlordism, 
gross inequalities in ownership, fragmentation, insecurity of tenancy 
and exhorbitant rents—are removed, the individual peasant farming 
assisted by Service Co-operatives offers the best hope of raising the 
incomes of small farmers ; and (2) Collectivisation is not only wholly 
unnecessary from the economic point of view ; it is inconsistent with 
freedom and dignity of the peasant. Though, on the whole, the case 
against collectivisation is ably presented, at places there is an attempt 
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to prove too much. One such example is provided by the contradictory 
views expressed by the authors on the question of the economics of 
scale in farming. In paragraph 16, it is stated that “if economic 
considerations only were supreme, the imposition on ceilings would be 
very questionable;” and again, “from the strictly economic point of 
view, the development of capitalist state farming should not only have 
been permitted but encouraged on resumed as well as newly acquired 
lands.’’ A few paragraphs later, however, it is stated that “as the 
size of the unit increases, the difficulties and costs of management also 
increase faster in agriculture than in industry.”” Summing up this 
discussion, the authors observe “these considerations show that the 
theory of the economies of scale is applicable to agriculture only with 
important qualifications, and that in labour surplus countries, the 
realisable economies of scale, so far as farming operations proper are 
concerned, are insignificant. ” 


Commenting on a statement of the present reviewer to the effect 
that“ the isolation of the phenomenon of surplus labour is a necessary 
step in the programme for its reabsorption in non-farm occupations, ”’ 
the authors retort by saying that “it is not necessary for securing 
adequate recruitments of industrial labour that the underemployed 
should first become completely destitute.”’ If the authors had carefully 
read the reviewer’s observation, they would have easily discovered 
that there is no suggestion to turn the underemployed into destitutes. 
On the contrary, the isolation was recommended as a step in the pro- 
gramme of reabsorption of the surplus labour. The statement that 
“* labour costs on family farms are often lower than on (not very mecha- 
nised) large farms ”’ is also contrary to the known facts of the situation. 


The authors have given a good exposition of the so-called voluntari- 
ness of policies of co-operativisation. They pertinently point out that 
the danger is that every failure of a fundamentally unsound policy of 
co-operativisation may be used by the planners, convinced of its sound- 
ness a priori, as argument not for abandoning it, but for pursuing it 
with even greater vigour in the post-experimental stage—which, in 
effect, means pursuing it with coercive methods. But, here again, 
they display the same fatal tendency to overstate the case when they 
say that “the very notion of fixing targets for the development of 
co-operative farming assumes that pressure may be applied.” 


In between these two diametrically opposed views of the Delegation 
to China, and the authors of the I.C.U. brochure, comes the refreshingly 
dispassionate contribution of Dr. Otto Schiller advocating individual 
farming on co-operative lines. An economist by profession, Dr. Schiller 
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has years of first-hand experience of land consolidation on co-operative 
lines. To this he has recently added knowledge of conditions nearer 
home by working on three F.A.O. assignments in West Punjab between 
1953-56 as an expert on co-operative farming. Based on this formi- 
dable academic and practical background, Dr. Schiller has no hesitation 
in stating that ‘“‘ there are hardly any examples to be found in any 
country, where in old villages of the traditional peasant structure the 
agriculturists voluntarily i.e. without interference from above, gave up 
their individual use of land and pooled their lands together for joint 
farming.’’ But at the same time, he is equally certain in his belief 
that in a country where small holdings prevail, existing co-operative 
activities (such as for better farming) can yield only relatively slow 
progress and they cannot be considered as the remedy for such structural 
deficiencies, as lack of individual resources, fragmentation of land, 
sub-division of holdings, over stocking of draught animals, insecurity of 
tenancy ete. He, therefore, suggests a new type of co-operative orga- 
nisation, which he calls ‘ a co-operative society for improved individual 
farming’. The essense of this Scheme is that co-operative activity 
is extended even to the sphere of production, i.e. farming operations, 
without merging the holdings of small agricuiturists or affecting their 
private ownership of land, their personal initiative and attachment to 
the soil. He believes that most of the advantages of co-operative 
farming can be achieved by combining co-operative methods with 
individual use of land. All functions which cannot be executed in the 
limited boundaries of a single small farm, or are beyond the capacity 
of the small holder, such as, planning including field arrangements and 
cropping scheme, the financing of investments, the keeping of large 
sized equipment, the wholesale supply and marketing etc. should be 
turned over to the co-operative society for improved individual farming. 
All other functions of farm management which can properly be executed 
within the boundaries of a single small farm should remain with the 
independent individual. Detailed suggestions have been made by the 
author regarding the various functions of the recommended type of 
co-operative society and the steps necessary for its formation. The 
most important suggestion pertains to the establishment of farming 
units of propr size and shape. The idea is illustrated by reference to 
data on the socio-economic structure of three villages. The six appen- 
dices and two maps given towards the end of the book are of great 
practical value not only for understanding details of the scheme but 
also for taking concrete steps for the implementation of the programme. 
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The publications reviewed here provide nearly enough material 
for taking an informed view on the question of Co-operative Farming. 
Whatever one’s ideological predilections may be, they deserve a dis- 
passionate study. On the whole, the reviewer would favour Dr. 
Schiller’s proposals as the most practical solution to the problem of 
rational and efficient use of our land surface. If for reasons of social 
policy, some modifications appear to be necessary, these could be 
incorporated without any fundamental alteration in the basic 
framework. 


Bombay M. L. DantwaLa 


UNDEREMPLOYMENT IN UNDER-DEVELOPED 
ECONOMIES : THEORETICAL CONSIDERATIONS 


Tue purpose of this article is to find out on static assumptions condition; 
under which under-employment can persist in an under-developed 
economy. In Section I, we try to find out the hypothetical conditions 
under which a relatively abundant input could remain unemployed 
and apply this analysis in Section II to the case of relative abundance 
of labour. Section III attempts to explain the under-employment of 
labour in an under-developed economy. In the final Section we try to 
discuss whether the typical Keynesian explanation of unemployment 
could be applicable to the case of an under-developed economy. 


I 


Let us take for this purpose an economy in which there are only 
two industries each of them producing one commodity. Each industry 
has got a continuous production function so that continuous substi- 
tution between the inputs is possible. There are only two inputs, 
the amounts of which are fixed such that the amount of one is very 
searce relatively to the other. The indifference systems of all house- 
holds are given and there is no independent demand for money. Per- 
fectly competitive conditions are assumed. 


It can be shown that in such an economy, there will always be 
full employment of both the inputs under conditions of equilibrium. 
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In the above diagram, OA represents the fixed quantity 
of the scarce input X, OB represents the fixed quantity of input Y. 
From the origin O, we draw the isoquants representing the continuous 
production function for the commodity V. From the origin Q we 
draw the isoquants representing the production function for the commo- 
dity W. O P,P,P, Qis the curve joining the points of tangency between 
the two respective isoquants. We shall call it the equilibrium full 
employment curve. 


Under conditions of equilibrium, the prices of the two inputs will 
be such that the line representing the ratio of the price of input Y to the 
price of the input X will be tangent to the isoquant of V and the iso- 
quant of W at a point on the full employment curve. The marginal 
rates of substitution between the two inputs for V as well as for W will 
be equal to the price ratio. Equilibrium levels of output of both V and 
W will be represented, thus, by points on the full employment curve. 
Both the inputs will be fully employed. 


Now let us take the case where the price of input Y is greater than 
its equilibrium price. 
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In this case, the equilibrium levels of outputs of V and W will not 
be represented by points on the full employment curve OQ. The 
price line, representing the ratio of the two input prices, will be tangent 
to each isoquant at a point which does not lie on the full employment 
curve OQ. In the diagram, point P, represents the equilibrium level 
of the output of V and point P,, the equilibrium level of the output of W, 
The amount ST of input Y will remain unemployed in this situation. 
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Let us assume that no prices are rigid but that the production 
function is discontinuous such that the substitution of one input for 
another is possible only within very narrow well-defined limits. 


In this case it is obvious that, whatever the prices of the two 
inputs, a part of input Y will always remain unemployed. 


B B 


I 


IL 


A 
x 


In the diagram, P,P, of Y remains unemployed even in the limiting case 
when the price of input Y is zero. A relation of strong complementarity 
between the two inputs can thus give rise to unemployment of thc 
relatively plentiful input. 


As a variant of the last case, let us take two methods of production, 
each with fixed coefficients of production, foreach commodity. Suppose 
the methods are as shown in the diagram. Method II is more Y—inten- 
sive than Method I for both the commodities. However, the Y co- 
efficient even for the Method II is such that the ratio of the Y coefficient 
to the X coefficient is smaller than the ratio of the available quantity 
of the input Y to the available quantity of input X. The slope of the 
line OQ is greater than the slope of the line representing Method IJ. 
Let us call the slope of OQ the full employment slope. It is easily 
seen that, even if Method II is used for both V and W, some amount 
such as P,P, of Y will remain unemployed. Technologically, it is not 
possible to produce any combination of outputs of V and W such as to 
employ both the inputs fully. 


Let us assume, again, that there are two methods of production 
for each commodity as in the previous case. But suppose Method II is 
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such that the slope of the line representing Method II is greater than the 
full employment slope OQ. 


B = QW 


Y 0 A 
I x 


In this case, technologically, it is possible to produce such combinations 
of the levels of outputs of V and W as to employ fully both X and Y. 
By producing V with Method I and W with Method II, we get a combi- 
nation of the levels of outputs of V and W represented by the point P, 
at which both X and Y are fully employed.' Similarly, point P, repre- 
sents a combination of the output of V produced by Method II and the 
output of W produced by Method I such that both X and Y are fully 
employed at that point; or, we can use both Methods I and II for 
producing each commodity. In this case, lines such as LM will repre- 
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1 Incidentally this diagram shows how the production possibility curve could 
be derived. These diagrams were used by the author in his doctoral dissertation 
submitted to the Harvard University in November, 1952. 
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sent equal-output lines for V and lines such as ST7' will represent equal- 
output lines for W. All points such as P, representing the points of 
intersection between LM, and ST,, will represent such combinations of 
the levels of outputs of X and Y that by utilising both Methods I and IT 
for producing the levels of output of each commodity, as given by these 
points, both inputs could be fully employed. 


However, if the price of input Y is such that the total costs of 
producing any given level of output by Method II are higher than the 
total costs of producing the same level of output by Method I, Method IT 
will not be used at all. And in this case, since Method I is such that the 
ratio of Y coefficient to X coefficient is smaller than the ratio of total 
available input Y to total available input X, input Y cannot be fully 
employed. Therefore, though it is technologically feasible to have 
situations in which both the inputs are fully employed, in actual practice, 
it would not be economically advantageous to do so for private business 
firms working for profit. 


In terms of the analysis so far, a part of the relatively abundant 
input Y would remain unemployed under the following conditions : 


(a) Whatever the price of Y, the ratio of input Y to input X 
under the most Y-intensive technique available is lower than the ratio 
of the total stock of Y to the total stock of X. 


(b) At a given price of Y, the ratio of input Y to input X under 
the most Y-intensive technique available is lower than the ratio of the 
total stock of Y to the total stock of X. 


(c) When the ratio of Y input to X input under at least one of 
a set of available techniques is higher than the ratio of the total stock 
of Y to the total stock of X, the price of Y is such thatsuch a technique 
becomes economically unprofitable. 


II 


How far can this analysis be applied to an economy, where labour and 
capital are the two inputs and the available labour is abundant relatively 
to available capital ? 


It can be shown that in such an economy, a part of labour cannot 
remain unemployed under the set of conditions mentioned in (a). 


, 
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Let us take the same box diagram, available labour being measured 
along the Y axis and available wage-goods value of capital in terms of 
wage units along the X axis. The real wage rate of course is given. To 
clinch the issue, let us assume that only one technique for each of the 
two industries is available and the ratio of labour to capital under this 
technique is lower than the ratio of available labour to available capital. 


LABOUR 


A 
CAPITAL 


At the given wage rate, it is obvious that a part of available labour 
would remain unemployed. Now let us take another situation in which 
the given wage rate is lower than in the first situation such that the 
given wage goods value of capital in terms of wage units is measured by 
‘OA’. In this situation, it is possible to have full employment of 
both labour and capital. This shows that whatever the technique 
available, there would not be any unemployment of labour if the real 
wage rate were flexible. 


However a part of labour can remain unemployed under the set of 
conditions mentioned in (b) and (c). 


Ill 


Now suppose that all the unemployed labour or most of it has aright 
to enter a certain industry and that that industry is obliged to pay 
them certain minimum subsistence wages. In these circumstances, it 
will be advantageous for the industry to employ all the incoming men 
in producing its output, however much lower their marginal product 
be than the real subsistence wage rate. Since the minimum subsistence 
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wages have to be paid, it is always advantageous to obtain some addition, 
however small, to its output by employing the incoming labour. 
After a time it might so happen that by the mere presence of the addition- 
al labour entering the industry, the marginal product of labour may be- 
come zero and even negative. But this cannot be helped as the right 
of entry cannot be denied to the unemployed labour. 


This accurately describes the condition of agriculture in an under- 
developed economy where the land is owned and cultivated by family 
members. The members of the family have to be supported, and if 
they cannot get employment elsewhere, they have to be maintained on 
the farm. The result is underemployment in agricuiture. With 
appropriate reorganisation, the output of agriculture will not be 
significantly affected and in some cases will even increase by removing 
a certain quantity of labour from it. Thus in an underdeveloped 
economy, unemployment expresses itself in the form of underemploy- 
ment in agriculture.? 


Thus abstracting from dynamic considerations the underemploy- 
ment of labour in agriculture in an underdeveloped economy can be 
explained in terms of the downward inflexibility of the real wage rate 
in the industrial sector and given this inflexibility, the lack of appro- 
priate labour intensive techniques. Of course, even if it were possible 
to adopt appropriate labour intensive techniques at a given real wage 
rate, a part of available labour would still remain underemployed in 
agriculture if the available food supply were not adequate to support 
the available labour at the given real wage rate in the industrial sector 


IV 


Until now we had assumed that there was no independent demand 
for money ; we, in fact, had assumed the working of the Say’s Law. 
Now if we relax this assumption and introduce the liquidity preference 
demand for money, we enter the Keynesian universe. We intend to 
examine, here, the validity of the Keynesian theory as an explanation 
of the peculiar unemployment prevailing in the underdeveloped eco- 
nomies. 


3 United Nations, Economic Survey of Asia and the Far East 1950, (1951), 
p- even at the existing level of technique there is redundant agricultural 
labor i in the sense that the marginal product of labor is less than the minimum sub- 
sistence requirements of the workers. Since farming in most of these countries is 
largely on a family basis, the redundance of agricultural labor finds expression not 
so much in the existence of mass unemployment as in the phenomena of chronic 
underemployment affecting the whole population.” 


= 
. 


UNDEREMPLOYMENT 45 


Keynes, all throughout his book, assumes that “ the existing skill 
and quality of available labour, the existing quality and quantity of 
available equipment, the existing techniques 8 are all to be taken 
as given. This is an important assumption in his theory and he him- 
self emphasizes it at various stages of his argument. When the produc- 
tion functions remain unchanged and the quality and quantity of capital 
equipment are given, it is obvious that it is not possible to have any 
significant measure of substitution as between labour and capital equip- 
ment. - In that case, there will be a certain maximum amount of labour 
that could be employed with the available capital equipment. Once 
this maximum amount is already employed no further increase in 
employment is possible. Employment and, hence, output then would 
become perfectly inelastic in response to an increase in the effective 
demand for the output. Keynes defines this “ point at which the supply 
of output as a whole ceases to be elastic’’* as the point at which there is 
full employment of labour. Our contention is that this is not neces- 
sarily a point of full employment of labour. It would be such a point 
only if the quality and quantity of the available capital equipment 
were such that it would be technologically as well as economically 
feasible to provide employment to all the available labour. If there is 
no such fine balance between the available capital stock and the avail- 
able quantity of labour, there could be either full employment of the 
capital stock or full employment of labour depending upon which of 
them is relatively scarce.5 In an underdeveloped economy, therefore, 
at any given point of time at which the quality and quantity of the 
available equipment and the quantity of available labour are given, the 
only full employment that is possible is the full employment of the 
available capital stock, which relatively to labourisscarce. Keynesian 
theory in these circumstances would merely give us the factors that 
govern the greater or smaller utilization of the already given industrial 
apparatus. It cannot explain the existence of unemployment that 
might prevail after the available capital stock is already fully employed. 


For an underdeveloped economy, thus, Keynes’ theory can explain, 
to put it briefly, only the unemployment of the available capital stock 
and not the unemployment of labour. 


But then, could we not have even in an underdeveloped economy 
Keynes’ involuntary unemployment as a result of the underutilization 


* Keynes, General Theory of Employment, Interest and Money (1946) p. 245. 

* Ibid., p. 26. 

5 Cf. Kaldor, Nicholas, “‘Stability and Full Employment,” Readings in Economic 
Analysis, edited by Richard V. Clemence, Vol. I (1950). pp. 283-234 ; Klein, Lawrence 
R., The Keynesian Revolution, (1948) p. 156. 
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of the available capital stock superimposed upon what we may call the 
structural involuntary unemployment ? This is not unlikely. However, 
even if such underemployment of the available capital stock existed in 
an underdeveloped economy, it could be easily remedied by merely 
increasing the total expenditure in any possible way. But such an 
increase in expenditure and effective demand cannot remove structura! 
involuntary unemployment ; it would inevitably result in inflationary 
rise in prices of goods and services. An underdeveloped economy does 
not suffer from any lack of sufficiency of effective demand ; it suffers 
from lack of sufficiency of effective supply. 


Bombay V. V. Buatr 


EXTERNAL ECONOMIES AND THE DOCTRINE OF 
BALANCED GROWTH 


Tuts article is an attempt to follow up and examine some of the points 
raised in the two recent illuminating articles! on the doctrine of balanced 
growth and explore further some of its implications. 


The obstacles to increased investment in undeveloped economies 
operate from the side of demand as well as from the side of supply. 
The proponents of the “ valanced growth” doctrine seek to overcome 
or obviate the inhibiting effect of limited internal market on the induce- 
ment to invest by emphasising the complementarity of a wide range of 
industries, which, if simultaneousty established, would provide market 
for each other mainly via the expenditure of income generated in one 
industry on the products of another. Such analysis, however, has 
neglected the competitive relationships between different industries 
in the course of industrial expansion, specially if supplies of labour and 
capital are limited. The articles, mentioned above, are an excellent 
attempt to put the nature of industrial expansion in its truer perspective 
by providing a penetrating analysis of the nature of the limitations on 


the supply side, their implications in terms of competitive relation- 
ships between different industries ir. the process of growth, and their 
consequences for the doctrine of balanced growth. 


It is true that an inelastic supply of an essential factor like skilled 
labour, entrepreneurship or capital would restrict the simultaneous 
expansion of a wide range of industries. But the magnitude of the 
constrain set by a fixed factor is a function of the degree of variability 
of the technical coefficients of production. In case of a fixed factor 
available in limited supply and fixed coefficients of production, expansion 
of one industry would draw away resources from another, involving a 
diminution of the latter's output. With variable factor proportions, 
however, the increased use of the scarce factor by the expanding indus- 
try may be compensated in other sectors by the substitution by other 
factors so that expansion of output on many lines is possible subject to 
this limitation that substitution beyond a certain point may lead to a 
rise in costs. 

1 M. Fleming, * External Economies and the Doctrine of Balanced Growth,’ 
Economic Journal, June 1955. 


M. Fleming, *‘ External Economies and the Doctrine of Balanced Growth—A 
Rejoinder to Prof. Nurkse,’ Economic Journal, September, 1956. 
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The introduction of more efficient large scale methods of production 
in the place of older methods in underdeveloped economies would involve 
a saving or an economising of inputs necessary for a given amount of 
output. However, the saving may not occur necessarily in terms of all 
the inputs ; the new methods may employ more of one and less of 
another than before for a given amount of output; or it may involve 
less of both. But insofar as factor proportions are variable and sub- 
stitution is easy, even an economy in the use of only one factor or input 
may, within limits, be as effective as the economy in the use of more 
or all inputs. At the same time, however, as Mr. Fleming rightly 
emphasizes, the introduction of more efficient modern metheds in an 
industry would not necessarily involve a net release of resources from 
that industry. It will depend upon the scale of output of the industry 
produced by the new methods. If the efficient scale of output of the 
new plants is smaller or equal to the previous output of the whole 
industry, then there would be a net release. If it is larger than the 
previous output, then there is, on the one hand, the economising effect 
of more efficient methods of production and, on the other hand, there 
is the increased employment of inputs for larger output. The net 
result can go either way. However, insofar as the efficient scale of 
output produced by the new methods is equal or smaller than the 
previous output of the industry, the demand-factor is no more a limiting 
factor on the introduction of modern large scale methods. Instead of 
being produced in a large number of scattered, small workshops run on 
older methods, the whole output would now be produced in a few large 
scale, more efficient plants. Whether the introduction of large scale 
methods of production, in order to be efficient, would involve a scale of 
output larger than the previous output of the entire industry would 
depend upon the circumstances of cach industry. The logic of the 
“balanced growth’ doctrine would tend to imply that the efficient 
seale of output to be produced by the modern methods is larger than can 
be sold in the pre-existing market and this necessitates the expansion or 
creation of market via the establishment of other industries so that the 
income generated in the latter provides market for the former and 
vice versa. 

The interrelationships between different industries arising from the 
side of demand as well as of supply are many and various. With their 
emphasis on the complementary effects of the simultaneous establish- 
ment of a wide range of consumers’ goods industries, the proponents 
of the balanced growth have inadequately integrated, at least in the 
formal body of their theory, the possibilities of a wider range and types 
of interdependence between different industries. Investment in the 
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industry X not only increases the profits of those industries the 
products of which are bought by those employed in X, but also, by 
reducing the price of X, can increase the profit of industries 
using X. It can also increase the profitability of those industries 
the products of which are used as inputs in X industry, or of those 
industries whose products are used in conjunction with X as joint 
inputs in some other industry, or of the industry whose product is a 
substitute for a factor used in X industry. If owing to such external 
interdependence profits of one industry are increased consequent on 
increased investment in another and vice versa, dynamic equilibrium 
in the context of industrialization of backward economies would be 
reached when investment in both the industries is carried to the extent 
that a further increase in one does not create additional profit oppor- 
tunities in the other. 


As an important illustration of external interdependence, 
Mr. Fleming emphasizes the interdependence between consumers’ 
goods and intermediate goods industries. The vertical propagation of 
external economies from the consumers’ goods industries to the inter- 
mediary industries or vice versa, counteracts to a certain extent the 
competitive effects arising from the inelastic supply of primary factors of 
production when simultaneous expansion of various industries is under- 
taken. Simultaneous expansion of both would release primary factors 
from the consumers’ goods industries in the production of which the 
primary factors would be substituted by the output of the intermediate 
industries in which the primary factors would produce a more than 
proportionate increase in intermediate products. This would not only 
leave the factors employed in other consumers’ goods undisturbed but 
also make an increase supply of intermediate products available all 
around. However, the intermediate industries and consumers’ goods 
industries are competitive in terms of demand for primary inputs or 
factors. Therefore, it is not obvious how there can be a net increase of 
primary factors available for consumers’ goods industries unless, of 
course, efficiency in the intermediate industries is increased so much as 
to require a smaller net amount of primary factors for a larger total 
output of intermediate products. 


The doctrine of balanced growth in underdeveloped economies has 
frequently been conceived in the context of disguised unemployment, 
mostly in the agricultural sector, which is expected to counteract the 
inhibiting effect on balanced growth exercised by the inelasticity in the 
supply of labour. Mr. Fleming’s doubts as to the possibility of utilizing 
disguised unemployment so as to provide labour supply for a wide range 
of expanding consumers’ goods industries seem to be based upon the 
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following reasoning : (a) Expansion of say, an industry A would, by 
increasing real income, increase the demand for food and the necessity 
of increased food production would tend to counteract the release of 
labour from agriculture ; (b) industries whose products are competitive 
in consumption with A would decline under the impact of competition 
of the cheap substitute, i.e. 4 ; therefore, expansion of A involving an 
increased employment of labour would withdraw labour from these 
substitute-product industries rather than agriculture ; (c) the labour 
unions in the urban centres would force up the wage-rate as the demand 
for industrial labour increases. As for b, if the advocates of balanced 
growth ever happen to suggest that all consumers’ goods industries are 
mutually self-supporting—providing market for each other-—it is a useful 
reminder to point out that there may be some pre-existing industries 
whose products would be substituted by the newly established industries. 
Even if the nature and composition of the industries whose simultaneous 
expansion is planned are so chosen as to render them mutually com- 
plementary there may be industries outside this range which may be 
adversely affected and which consequently would release factors. But 
insofar as they do so, this would help (and not hinder) the expansion of 
the range of mutually supporting industries which are conceived in the 
process of balanced growth. As for c, the strength of labour unions in 
undeveloped economies in raising wages in response to increased demand 
is a factual question and the general observation seems to be that lack of 
strong and highly organized labour unions is a feature of such economies 
and this lack is itself a counterpart of economic underdevelopment. 
The necessity of increased food production would probably release less 
labour from agriculture than would otherwise be the case. However, 
this hinges on the question whether more efficient methods of production 
would be introduced in agriculture and insofar as they are introduced, 
agriculture would be able to release labour.® 


However, the source of underemployed labour lies not only in the 
agricultural sector but also in the casual workers in the different urban 
occupations, the petty traders who are in excessively large numbers 
primarily because of lack of alternative employment opportunities, the 
redundant servants and retainers in the domestic household sector or 


* Rural unemployment may be viewed from different standpoints. In many 


underdeveloped countries such unemployment may, however, be of predominantly 
seasonal character. Insofar as this is true, this does not provide a net addition 
to the permanent industrial labour force in a programme of balanced development. 
The real surplus man-power available in the rural areas would be the excess of 
labour supply over labour-requirements in the peak seasons. The magnitude of 
this excess would depend upon the technique, equipment and organisation prevailing 
in agriculture. The extent to which any net release of labour force can be effected 
from agriculture is a function of the speed and magnitude of changes in these latter 
factors. 


EXTERNAL ECONOMIES AND BALANCED GROWTH 51 


even in the commercial enterprises.* This last sector is overinflated 
partly because the line between dependents and employees is often 
blurred and partly because charity of relatives is the only form of un- 
employment insurance available. Historically the supply of labour 
has been augmented in the course of industrialisation by the industrial 
employment of wives and daughters of the household sector. Over all 
these, is superimposed the fact of large population growth in 
underdeveloped economies. In the initial years of industrial develop- 
ment improved health measures tend to reduce the very high death 
rates whereas the effect on birth rate remains uncertain so that there is 
an increase in the rate of population growth. The primary cause of 
underemployment in the non-industrial sector is the lack of demand for 
labour emanating from the industrial sector owing to the absence of 
complementary factors to enable industrial expansion. It is of course, 
granted that expanding industries cannot draw upon the disguised 
unemployment at the same rate of wages as that prevalent in agriculture 
but has to pay a higher rate. The wage differential has to be sufficient 
to overcome the resistance of the workers to the unfamiliar surroundings 
and the discipline of a factory life and also to compensate for the security 
afforded by the traditional pattern of life and family relationships. 
The existence of a wage differential to accomplish such a transfer has 
been a perennial feature of the process of industrialisation. 


Alongside the pull of higher wages and expanding employment 
opportunities in the industrial sector, the push from the rural sector is. 
accelerated by a change in the organisation of agriculture, including 
systems of land-tenure, the size of holding, ete., which renders the 
potentially surplus labour actually and operationally redundant. This 
has been the historical process of labour supply for the expanding 
industries in countries like England, Japan, etc. It is to be noted, 
however, that the supply of labour which comes from the rural areas 
is essentially the supply of unskilled labour. Insofar as capital is 
available, the training of skilled personnel can be accelerated. The 
tempo and scale of industrialisation may have to be attuned to the 
necessities of evolving labour force. 


It is recognized on all hands that the prerequisite of a process of 
balanced growth is a sufficient volume of capital mobilized internally or 
from external sources. As Mr. Fleming points out, if the simultaneous 
expansion of many industries runs up against an inelastic supply of 
capital and raises its price as a consequence, balanced development 


W. A. Lewis, Economic Development with Unlimited Supplies of Labour,” 
The Manchester School, May, 1954. 
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would be retarded. It has to be added, however, that the doctrine of 
balanced growth seeks to emphasize that the profitable application of 
whatever capital that can be internally or externally mobilized is 
enhanced by investing them in mutually reinforcing industries. One of 
the important reasons why private foreign capital is not attracted to 
underdeveloped economies is precisely the limitedness of internal market. 
Though a single foreign investor contemplating investment in one 
industry is discouraged by the limitedness of market for it, simultaneous 
establishment of many mutually supporting industries would provide the 
inducement to invest. While the unregulated price and market mecha- 
nism may fail to achieve such an end, external borrowings by the govern- 
ment or semi-public investment institutions may be utilised to promote 
a balanced structure. Also, the government, by a combination of tax 
and subsidy policies and other forms of inducements, can attempt to 
channelise and dovetail both foreign and domestic capital into a balanced 
and well integrated industrial pattern so that each separate act of 
investment, in the light of the accompanying investment similarly 
induced and undertaken, would find itself profitable. However, the 
author argues that as the servicing of foreign capital necessitates en- 
couragement of export industries, this would detract from the usefulness 
of foreign capital in facilitating balanced growth of the home market 
industries. In the first place, it can be said that the distinction between 
export industries and home-market industries is not always rigid. 
There are export industries which also supply internal market and in 
these cases, external and internal markets combined provide greater 
facilities for the realisation of economies of scale. In the second place, 
the home-market and export industries can together form parts of a 
mutually reinforcing process of balanced growth. The income generated 
in the export industries can provide market for the home industries 
whereas some part of the output of the export industries can be used as 
inputs in the home industries or vice versa. Once the multiplicity of 
the types of interrelationships between different industries is recognized, 
as illustrated earlier, the possibility of integrating the export and home 
industries in a mutually supporting pattern is considerably enhanced. 
In the third place, servicing of foreign capital can be accomplished by 
the replacement of imports, i.e., by the development of home market 
industries. The concentration of foreign capital in the export sector 
historically has been to a large extent due to the lack of internal market. 
The substitution for imports does not have to be via physically similar 
goods and substitution can be both price-substitution and: technical 
substitution. In the fourth place, depending upon the conditions of 
demand and technical conditions of production, the opportunities for 
increased economies of scale in the export sector may expand. It has 
also to be noted that whatever may be the source of capital, i.e., even 
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if the whole of the capital is from domestic sources, so long as depend- 
ence upon foreign capital equipment or technical skill or essential raw 
materials from outside is necessary, foreign exchange has to be earned 
either by expansion of exports or replacement of imports. It is to be 
noted in this connection that the take-off into the process of cumulative 
expansion has been historically marked and initiated by an expanding 
foreign trade sector, i.e., expansion in the export industry or in the replace- 
ment of imports. In many cases the development of export industries 
has supplied the initial push and led to the development of other indus- 
tries. However, in many underdeveloped areas the growth factors 
originating in the export sector, initiated by the foreign capital and 
enterprise, have not spread to the other sectors of the economy.‘ 


The basic argument for the doctrine of balanced growth has two 
aspects which are closely interrelated and interdependent. Besides 
the need to overcome the limitedness of market by the establishment of 
mutually reinforcing industries, there is the need for an integrated 
programme because such a programme by the nature of the case would 
be large enough to cause significant rise in national income and in the 
rate of saving and investment as a consequence. Such 4 rise in the rate 
of capital formation consequent on a rise in the national income would 
push the economy out of the stagnation and enable a take-off into a self- 
sustained process of growth. In the course of the development of the 
economy along the path of cumulative expansion as well as in the earlier 
stages, there is a continuing need to watch and to keep proper balance 
between the different industries and sectors of the economy. That 
income generated in an individual enterprise or industry may not 
automatically and immediately take up the corresponding output is 
obvious, above everything else, from the mere fact that there is a leakage 
from this income in the form of savings, taxes and imports. This leak- 
age is there even if the experditure out of this income is not directed 
towards other commodities. This particular enterprise or industry 
can, of course, capture some part of the demand enjoyed by the other 
producers by offering a new good or a more convenient or attractive 


4 It is true that export industries possess certain advantages in the context of 
a developing economy. The market for them being abroad, they neither cause 
competitive struggle at home for the disposal of their output aor do they depend 
upon appropriate growth of demand in other sectors. They may provide stimulus for 
other industries by providing market through generation ‘of it come or through 
creation of services like transportation and engineering services ete., which others 
may utilise. They may also stimulate changes in methods and technique in the 
home market industries. 

On the other hand, in many underdeveloped areas of the world concomittant 
growth in other sectors of the economy seems to have been retarded by (a) the 
lack or inadequate development and diffusion of habits of saving, investment and 
enterprise in the domestic sector, (b) transfer abroad of income generated in the 
foreign trade sector, and (c) limited impact of the foreign trade sector because of 
inadequate size vis-a-vis the total economy. 
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service or a lower price. However, the immediate depressive effect of 
the leakage may be compensated, after a time lag which may be sub- 
stantial depending upon circumstances, by an increase of exports, 
investment and government expenditure. Even without this tendency 
towards deficiency of marginal demand the maintenance of intersectoral 
and interindustrial balance in the process of development is of prime 
importance. An expansion of manufacturing production without the 
simultaneous expansion of agriculture, unless it is intended for export 
markets, would be checked because prices of agricultural products would 
rise consequent on increased demand for them and this would lead to a 
rise in imports creating in turn balance of payment difficulties. There 
would also be the problem of finding market for manufactures in the 
absence of a rise in income in agriculture. Aiternatively, increased 
manufacturing production could replace imports and consequently 
release foreign exchange for the import of food and raw materials. 
Even in this case, however, if the output of the technically and eco- 
nomically efficient units of industry engaged in replacing imports is 
larger than the existing level of imports of that particular type of 
industry, the inadequacy of internal demand would start acting as a 
limiting factor and would need to be supplemented by the expansion of 
other sectors. Similarly, agriculture can expand if manufactures or 
exports expand or if import-replacements are possible.5 


A programme of industrial investment has to check the intersectoral 
or interindustrial balance by comparing the projections of planned 
output against the estimates of final demand, for example, by means of 
family budget studies. It has also to check the projected inputs 
against the estimates of planned outputs of the supplying industries 
and vice versa, for example, by means of input-output studies. In an 
unregulated private enterprise economy one enterprise is not aware of the 
production plans of other enterprises which may create market for it or 
supply inputs to it. These plans do not get reflected in the price 
mechanism until the time the plans are actually executed and therefore 
cannot influence the investment decisions of the former. It is true that 
one enterprise may anticipate that its own expansion may stimulate 
some other industry which in turn would justify its own expansion. 


5 ‘When we speak of manufacturing and agriculture growing ‘ together ’, or 


* at appropriate rates ’, or in ‘in balance’, in a closed economy, we refer to the 
rates which are determined by the community’s marginal propensity to consume 
agricultural products as compared with manufactures. The open economy is more 
complicated, since the growth of manufactures for home consumption can be balanced 
by the growth of manufactures for export, instead of by the growth of agricultural 
production (or vice versa, substituting ‘ agriculture ’ for ‘ manufacture ’, so in the real 
world we have to keep balance between imports, exports manufacture and agricul- 
ture, and not just between any two of them.’ W. A. Lewis, Theory of Economic 
Growth, London, 1955. p. 278. 
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However, this is too uncertain a guess on the part of one inidvidual 
entrepreneur. To a certain extent individual industries do make some 
attempts specially in advanced countries do analyse and to predict 
general growth of the economy, growth of demand and the pace and 
rate of development of related industries. By the nature of the case an 
individual industry cannot get an overall comprehensive view in the 
same way as a central organisation can. The proposition that a set of 
uncoordinated investment decisions in the face of uncertainty may 
result in a smaller total investment than that undertaken under one 
integrated well informed programme of investment, does not imply that 
the state has to undertake directly all investments. It does imply that 
private enterprises should work within the frame-work of a comprehen- 
sive programme, i.e., in the full knowledge of interrelations of different 
industries, their respective rates of growth, and the rates of final demand. 
If necessary, the state has to assist the attaizment of such a balance by 
regulation. or by the offer of inducements and incentives.® 


However, even if a balance is struck between various sectors and 
industries in a planned programme, the rates of growth of different 
industries may have to be adjusted as actual final demand and its 
components change as also the various interrelations, including tech- 
nological input-output relations, change as between industries in the 
process of development. It is also worth reminding ourselves that the 
projection of these interrelations and changes therein becomes compli- 
cated partly because they depend upon the effectiveness of measures 
undertakc n to execute the programme and the measure of such eff ctive- 
ness cannot be foreseen. Besides the changes in final demand and 
technique, there are also the possibilities of substitution—price and 
technical substitution—as between various inputs on the one hand and 
various outputs on the other so that any future excess or shortage which 
may develop in one sector may partly or fully be adjusted through 
substitution. If it were possible to predict and foresee for a sufficient 
number of years these various changes and possibilities of substitution, 
a fine balat.ce could be worked out and the various industries could be 
allowed or induced to develop according to such a predetermined pattern. 
Under these circumstances it may be said that investment is the most 
efficient and optimum if it takes place aud grows in the future along such 
predetermined lines. All we can do ir the actual circumstances of many 
underdeveloped countries however, is to collect the requisite informa- 
tion and statistical data on the relevant aspects of the economy and fill 


* If the state undertakes all investments, there is no guarantee that all in- 


consistencies would be abolished and that a perfect balance would be obtained. 
After all it consists of Various departments and sections pulling their weight in 
different directions. Out of their conflicting view-points a neatly balanced invest- 
ment programme may not always emerge. 
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up the gap in our knowledge as far and as fast as possible, te try to reach 
some sort of balance and consistency in the plan or programme in the 
light of existing knowledge and continue to adjust and readjust the 
original programme as our information accumulates and as the under- 
lying factors change. 


Ramna, Dacca Nurut Istam 


-REVIEWS 


Place and Problems of Small Industries. By S. K. Basu. (Calcutta: 
A. Mukherjee & Co., Private, Ltd., Rs. 4/-). 


Tuts nearly 100-page monograph deals with financial problems of 
‘new’ small industries with specific reference to the role of State 
Finance Corporations. The first chapter discusses the position and 
problems of small industries vis-a-vis the same of lending agencies. 
The second chapter gives a critical appraisal of the part played by these 
corporations in the provision of finance. And the third and last chapter 
attempts to assess the place of these industries in the national economy 
in the context of the Second Plan. 


Of the three chapters, the second is undoubtedly the most import- 
ant and may be left for the following paragraph. Of particular interest 
in the first chapter will be found the author's suggestion of collecting 
and editing the data on outstanding loans of scheduled and non- 
scheduled banks according to various criteria such as the size of lending 
and borrowing parties, amount of loan, niaturity period, rate of interest, 
etc. (pp. 18-19). The suggestion needs serious consideration, and, if 
carried out, will throw good deal of light on business operations of 
lending agencies and problems of small business. The third chapter 
brings together various points of view of the debate on small and large 
industries, and rightly emphasises the importance and potentialities of 
“these small power-driven industries (which) possess a wonderful 
vitality’ (p. 90). In this light, the author feels that the Karve Com- 
mittee and the Planning Commission have not given an adequate atten- 
tion to these industries. So far one may consider it to be all right. But 
one only sympathises with the author, in this particular zest of his, when 
he states : “‘ A few hundred crores taken off the proposed investment in 
heavy industries and employed in the rehabilitation and extension of 
these industries would produce a more balanced development ”’ (p. 94). 
And indeed one does not feel like reacting either way when one proceeds 
ahead: “I would not hesitate to recommend, if necessary, a few 
hundred crores more of deficit financing for the sake of these industries, 
provided of course proper safeguards are imposed ”’ (p. 95). The issues 
involved, it need to be hardly pointed out, are too wide and too 
complex to occasion a mention of this sort of these channels as a 
source for financing ‘ these industries °. 


The central chapter provides a nice account of the working of 
State Finance Corporations. The reading makes two things quite 
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clear. One: the major recipients of the benefits of these loans have 
been medium-sized concerns. And second: the funds at the disposal 
of these corporations have, to a large extent, remained underutilised. 
For example, of the total amount of loans and advances outstanding 
at the end of the year 1955-56, the twelve corporations had loaned 
only 28 per cent of their total paid-up capital which itself forms only 
two-fifths of the authorised capital, not to talk of other sources which 
they can tap, such as by the issue of debentures, by inviting fixed 
assets and by borrowing from the Reserve Bank. Clearly, finance, to 
them, is not so much a problem, at least at present. Though the 
period under review is too short, i is certain that these corporations are 
having some difficulties in taking a more liberal view in financing 
these industries. These difficulties are both legal and technical as well 
as practical—arising from the very constitution of these corporations 
and from the very nature of the clients with whom they have to deal. 
To some extent it may be possible to mitigate some of these difficulties. 
But some others, rooted as they are in the very nature of small business 
and small financing, cannot be overcome. It is precisely here that 
these corporations have to part company with the conservative principles 
of commercial banking and adopt a more liberal policy of assuming 
more than ordinary risks in providing fixed and floating capital to 
these industries. Finally, the increasing recognition of the role of 
this sector has brought many financial agencies into picture. The 
need for a coordinated approach is therefore most imperative. On all 
these aspects, the second chapter will be found to be of use and 
interest. 


Bombay J. C. SANDESARA 


India’s Five Year Plans—An Economic Analysis. By Duiresn Buatra- 
cHaryya. (Calcutta : Udayan Granthagar. Pp. 58. Rs. 1/8). 


Tuts booklet is primarily meant for undergraduates. The presentation 
of facts and figures pertaining to the two plans is quite lucid and the 
comments on them are free from ideological bias. Kaldor’s recom 
mendations regarding the Indian Tax Reform and the World Bank 
Mission’s Criticism of the Second Plan have also been summarised. 
Thus within the short space of 58 pages, Prof. Bhattacharyya has 
discussed a variety of topics such as the size and structures of the two 
Plans, achievements of the First Plan, methods of finance, industrial 
policy, etc. in a language understandable to a beginner. 


The difficulty, however, lies in the method of treatment which is 
descriptive rather than analytical, The first chapter on the Essence of 
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Planning in Under-developed Countries is particularly unsatisfactory. 
Further, the importance of planning in our economy requires that even 
a beginner should be introduced with something more refincd and 
detailed. 


Bombay V. N. Kornari 


Company Law. By N. C. CHATTERJEE AND N. KRISHNAMOORTHY. 
(New Delhi : Federation of Indian Chambers of Commerce and 
Industry, (1957) Pp. XXXIV 862. Rs. 25/-). 


Tue subject of Company Law has acquired considerable importance 
in recent years in India on account of the phenomenal increase in the 

number of joint-stock enterprises during and since the Second World 

War. The accent on industrial development placed in the Second 

Five Year Plan has enhanced this importance. The spectacular 

progress in company promotion made the Indian Companies Act, 

1913, as amended in 1936 and several times subsequently, inadequate . 
in many respects. The growing complexity of modern business and 

the widening scope of malpractices made a wholesale reform of the Law 

imperative. The appointment of the Company Law Committee in 

1950, under the chairmanship of Mr. C. H. Bhabha, was the natural 

result ; the new Company Law, which was based on its recommendations, 

came into force on Ist April 1956. It is a comprehensive revision of 

company legislation in India. 


An understanding of company law is of importance not only to 
those directly concerned with the promotion, management and winding 
up of companies, but also to the investors and the students of law. It is 
also of much interest to the student of Economics, as the company law 
has a direct bearing on the structure of industrial organisation and the 
progress of industrial development in the country. In view of the 
increasing complexity of company legislation, a book on company 
law, which presents the various aspects of the law in their proper 
setting and as they affect the different sides of company business, 
should be welcome. 


The book under review is a helpful and complete guide to any one 
interested in Indian Company Law. In 47 chapters running to 862 
pages the authors have ably presented the new Company Law in its 
manifold details and have shown how the various activities connected 
with the promotion, management and winding up of companies are 
affected by the changes introduced in the new Law. Wherever appro- 
priate, judicial cases have been cited and judgments quoted to define 


7 


60 THE INDIAN ECONOMIC JOURNAL 


concepts, explain provisions and illustrate situations. This should be 
of special interest to the company lawyers. 


The Managing Agency System, which has contributed in no 
small measure to the growth and development of industries in India, 
has in recent years developed serious drawbacks and afforded scope 
for gross malpractices. The revision of the Company Law has, 
among other things, aimed at the elimination of these abuses and mal- 
practices so that the managing agency system “ may yet prove to be 
a potent factor for tapping the springs of private enterprise. *’ (Report 
of the Bhabha Committee, p. 84). The 1956 Act has introduced radical 
changes in the capital structure of companies, the constitution and 
powers of the Board of Directors, the appointment of managing agents, 
the conditions of their employment, their remuneration, and their activi- 
ties in regard to borrowings, loans, contracts, sales and purchases on 
behalf of the managed companies. These are well brought out in the 
relevant chapters in the book. 


With the expansion of the public sector in industry, appropriate 
provisions governing government companies and statutory corporations 
have been introduced in the Company Law and these are explained in 
Chapters 32 and 33. Corporate taxation has a direct bearing on the 
progress of business enterprise and the authors have concluded the 
book with a chapter on Income Tax and Estate Duty which are the 
most important of the present taxes affecting companies. An elaborate 
Index enhances the reference value of the book ; and the neat printing 
and attractive get up please the eye. 


Madras T. P. SuBRAMANIAM 


Essays on Economic Development. By Amtan Datta. (Calcutta: 
Book and Private Ltd., 1957, Rs. 5/-). 


AN attempt to review this small booklet is apt to become rather disultory 
in character because it contains essays on a series of rather disconnected 
topics though they possess, according to the author, an underlying 
unity. The broad general subject of these essays is concerned with 
economic growth. But excepting the first essay the topics relate to 
problems in planning for the growth of an underdeveloped country 
such as ours. These problems are quite familiar to us by now and 
range from the question of raising investible resources to such ideological 
issues as capitalism, socialism and democracy. Perhaps the most 
unsatisfactory essay is the very first one devoted to an analysis of the 
process of Economic growth. It is strange that while the book is 
published in 1957 there is no mention of such noted economists as Harrod 
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and Joan Robinson in the theoretical treatment of the subject of eco- 
nomic growth. The author leans heavily on the Schumpetarian Model 
of economic growth. The second essay also deals with the importance 
of innovations in economic progress. From the third essay we come 
to more familiar ground. Investible resources according to the author 
can be raised by taxation, savings, favourable terms of trade and deficit 
spending. The merits of expenditure tax are noted and so are the 
evils of deficit spending, the unreliability of a favourable turn in the 
terms of trade and the difficulties related to foreign capital. The 
author then turns to organisational problems and favours the mainten- 
ance of small scale forming though he would combine it with cooperative 
servicing. He is inclined to take a similar view in regard to small scale 
industries. Large scale heavy industries are necessary but electricity 
and cooperative servicing would make small units economically 
advantageous. The Japanese model is referred to as worthy of study 
and adaptation. The essay on population growth deals with the rela- 
tion of growing population with economic growth in a rather superficial 
way. The author’s view on economic growth and sectoral balance 
are also characterised by superficiality and do not throw any light on the 
problem of balance. All that the author has to say is that a certain 
balance must be maintained between agriculture and industry. In 
dealing with the question of capital formation and employment the 
author twists the whole issue and calls it ‘ the choice of capital intensity 
and economic welfare’ and takes the reader into a disultory rambling 
leading virtually to no significant conclusions, 


The rest of the essays deal with ideological issues in which merits 
and demerits of capitalism, socialism, democracy and cooperative 
commonwealth are treated in the usual familiar way. 


The book arising out of the couple of quiet months which the 
author spent in Baltimore with the help of travel grant generously 
given to him by the Rockefeller Foundation is a useful collection of 
essays of interest to the general public and to the students eager to show 
a learned performance in their examination. But it is priced rather 
too high for its bulk and contents. 


Baroda V. Y. 


* The Spatial Structure of Economic Development in the Tennessee Valley— 
A Study in Regional Planning.” By Joun R. P. FrrepMann. 
(Chicago, Illinois: The University of Chicago, 1955, Pp. 187.) 


Activity has three dimensions: energy, time (which is the same as 
change) and space. It is the last aspect that the author is interested in 
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unravelling in the context of a developing economy. The treatment is 
somewhat ex poste inasmuch as the analysis evolves from observed facts. 
Nevertheless, the reviewer feels that it should be useful even for pur- 
poses of projections. 


The Volume consists of an introduction and two parts. The 
introduction discusses definitions and methodology involved in the 
study ; part I deals with the changes that occurred due to industrializa- 
tion in the spatial structure of manufacture from 1929-50, with reference 
to the Tennessee Valley Region ; part II consists of regional planning 
and its relation to the spatial structure of development. 


The present study, which owes its beginnings to the writings and 
lectures of Theodore Schultz, and the path-breaking research done 
by Dr. Donald Bogue in his, ‘ Structure of Metropolitan Community ’ 
tries to inter-relate changing spatial structure as an emergent of 
development. In other words, it proceeds to analyse spatial structure 
as it emerges from the process of development. In the analysis of city 
structure and patterns of occupance Burgess and Hoyt, in the analysis 
of metropolitan structure McKenzie and Bogue, in the analysis of 
regional structure Christaller and Vining, all of them have treated 
spatial structure as an already existing configuration. Friedmann’s 
further effort has been to resuscitate this concept which was chained to 
the rocks of statics, and release it into a dynamic setting. 


However, after making an elaborate study of the aforesaid problem, 
Friedmann reaches the same conclusions as Bogue, that the “City 
Region ” is the best nuclei of developmental process or planning unit. 
The city region’s claim to this, attention is strengthened by the fact 
that development process gives rise to a dominant spatial unit due to 
agglomerating tendencies. This is an observed fact which the author 
has analysed with respect to spatial changes in the distribution of 
manufacturing employment 1929-50, influence on the development of 
local services, depopulation of rural areas and growth of urban popula- 
tion ete. 


In terms of spatial values, the city region would be an ideal plan- 
ning unit, but in themselves they may be functionally divergent so that 
it becomes essential to view a city region as enclosed within diverse 
functional regions. 


Evolution of spatial design also claims his attention, but on the 
total it is haphazard and particularised. He does not seem to be 
interested in it generally, but only as a special case. The embryonic 
sprouting of metropolitan centres is a concomitant of centripetel forces 
released by the Industrial Revolution but its consolidation into geo- 
graphical expansion of service areas, market oriented industrial areas, 
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labour oriented industrial areas and raw material oriented industrial 
areas is assigned to the centrifugal forces emanating in the biological 
growth process of the central foci. The crystallised form, under his 
assumptions, is the pattern of city region. If the afferent and efferent 
forces exerted themselves in their logical sequence, then we would have 
had nearly perfect bee-hive pattern of city regions, insofar as we had 
a geographically and functionally homogenous landscape. This is the 
same conclusion as reached by August Losch, except that he worked out 
a single product region. We might call his analysis a partial, whereas 
that of Friedmann based on Bogue as partially aggregative analysis. 
But once we take into account functionally divergent regions side by 
side, then we have what the author calls as “ radial force,” when their 
centrifugal forces operate. This can happen only after the emergence 
of the city regions functionally divergent. It may be also called a 
“ resistance force.’ Further, we can visualise a linear force, operating 
mainly because of geographic factors like waterways and fertile coastal 
regions. 


The experience of Tennessee Valley has high-lighted two related 
processes simultaneously. First centralization of economic activity 
and population around a few large cities, and second dispersion of 
manufacturing activities and population within an area, of up to fifty 
miles radius from central cities. There is every reason to believe that 
‘the region itself remains only as the larger geographic framework 
or outer shell which encloses a tightly knit pattern of city regions 
extending physically over the entire landscape ’’ (pp. 32). If such is 
the case then, “ city region’ as a planning unit, has been empirically 
observed, and should claim the attention of our planners. 


Interspersed throughout the Volume and perhaps outlined very 
elegantly in Chapter VII, is the outcome of rethinking by the author, 
mainly springing from the works of his predecessors, notably Donald 
Bogue and Walter Christaller. We have now the “ theory of persistence 
of spatial pattern.”” He defines spatial structure as_ the 
relationship of structural units in space, with time-distance recognised 
as the major feature binding one unit of observation to all others in 
a unified conception of the totality of existing relationship. The 
relationship can be expressed either as a function of economic transac- 
tions or social values that have a spatial bias. 


Change is then introduced into the picture. When we have an outside 
force impinging on an existing structure, we call it an exogenous factor ; 
an endogenous factor is one which is inherent to a given structure, 
Here the rate of change is as important as he spatial incidence of change. 
Just as in a pattern different units stand in a particular interrelation 
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with each other similarly different structures stand in a particular 
relationship with each other. These interrelationships may be viewed 
as having an orientation to a limited number of foci or dominant units, 


resulting in an hierarchy of linkages, which stand in relations of domi- 
nance, sub-dominance and so on. 


Where the dominant unit is itself very stable then we may expect 
the linkages to be of a stable nature and any outside influence will 


have no or extremely slight repercusSion on the existing system of 
relationships. 


Next he tackles the problem of endogenous change. When a 
dominant foci of the structure or one of the key joints which determines 
its network of orientation is gaining in strength he calls it “ an 
ascendent unit’; when it is loosing its gravitation field he terms it as 
“a descendent unit ’’; when the unit is constant or ascending imper- 
ceptibly he calls it “‘a constant unit ” (p. 97). The basic proposition 
advanced by the author is that these variations tend to reinforce the 
structure rather that disrupt it. 


The author would like us to believe that the internal change in- 
volves no weakening of the structure. This view seems debatable if 
not erroneous. In any spatial structure there are both ascendent and 
descendent units found in conjunction. There are two forces working 
here. When an inconsequential unit is gaining, the already dominant 
unit or units will relatively be weakening, and when a dominant unit 
is weakening the gains of the new unit is to some extent magnified. 
It is quite possible that there is, in a dynamic hierarchical system, 
a point of time, when neither the erstwhile dominant unit nor the 
gaining unit rule the roost. This period we may call’as the blight, 
because of a lack of ecchesiveness or mutual relationship. The gravita- 
tion field becomes too weak and tangent forces begin to appear. 


Further it is possible to envisage a situation in which a dominant 
unit is loosing ground without being offset by a gaining unit. The 
depressed areas of some of the developed countries are an instance. 
We may therefore conclude that a structural system may be gradually 
transformed by the rise or decline of its dominant foci of orientation 
or by strategic introductions of exogenous variables. Taken together 
they constitute a constant process of internal adjustment and readjust- 
ment which tends to what may be called a drifting equilibrium. 


Once the spatial structure has been analysed, the author asks the 
question as to how planned change within a system should be under- 
taken. He enumerates three possibilities. First is changing the 
pattern, comprising of planned introduction of new units in an otherwise 
unstable structure and planned encouragement of ascendent units ; 
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second stabilization of the pattern, i.e. planning to halt the descendent 
units within a structure and third rationalising the pattern, i.e. planning 
for efficiency of units that are dominant but not at their optimum. 


From the aforesaid it becomes clear than an understanding of the 
patterns of spatial change is essential and pre-requisite to develop- 
mental planning, and study of this nature has precisely these values. 
In any plan, spatial dimensions should also be taken as a significant 
variable. 


Bombay M. V. KHAMBADKONE 


‘““Economic Resources of India and Pakistan” By K. C. Guosn. 
(Calcutta : K. P. Basu Publishing Co. Pp. 500). 


Suri K. C. Ghosh has done three years of work in compiling this very 
valuable reference book, “‘The Economic Resources of India and 
Pakistan”. The book is intended to deal with most of the aspects of 
economic wealth of the sub-continent and facts and figures have been 
collected in one volume which would otherwise be diffused in various 
Government and private publications. 


Statistics and short introductory notes to projects etc. have been 
given on such topics as Land Manpower, Agriculture, Livestock, Forests, 
Minerals, Water (Irrigation and Power projects, Transport and Commu- 
nications, Foreign Trade, Inland Trade, Joint-Stock Companies, 
Industries, Electric Power, Banks, Insurance and Cooperatives, Public 
Finance and National Income. 


In each case a statistical summary of the position in Pakistan is 
also given. When the author gives the facts relating to raw materials, 
the vernacular name in each case is also given. 


Some interesting facts have been collected in this book which the 
average business executive, journalist, or academic student might 
have difficulty in locating, such as : Coal reserves in India are estimated 
to be 67-4 billion tons (1000 million =1 billion) of which the largest 
proportion is bituminious and semi-bituminious. A major portion of 
these resources are located at Raniganj, Jharia, Bokaro and Karanpura. 
The utilization of coal by industries is also given. Similarly, figures 
are quoted for Iron ore, whose reserves are estimated to be 5-0 
billion tons. 


Some valuable statistics have been collected under the chapter 
“ Projects for Irrigation and Power”. A table showing the estimated 
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annual flow in million acre-feet per annum of some of the important 
river systems in India is given as follows : Brahamputra 300 million 
acre-feet, Godavari 84 million acre-feet, Mahanadi 74 million acre-feet, 
Krishna 50 million and Ganges 40 million acre-feet. A list of the major 
irrigation and power projects undertaken by the Central Government 
along with various facts regarding each project has been given, but 
there are no figures regarding the investment proposed or the amount 
of progress that has been achieved in each project. There is a list 
of important schemes by States. Figures quoted in the chapter on 
Foreign Trade are useful, but with the rise in developmental activity 
in India and the rapid expansion of Government’s activities in the 
economy of the country, the year-to-year changes in trade (direction of 
trade and the balance of payments position) is very great. Figures 
given by the author relate to 1954-55 and any research worker in the 
field would need more up-to-date figures. 


The chapter on Industry gives the breakdown of industries by 
States (as existed before the States Reorganisation took place). Each 
industry is analysed giving the number of factories, capital utilized etc. 
It would have been useful, if the author had also given the names of 
the more important firms associated with each industry. The book is 
a valuable source of facts and figures regarding the Indian economy 
and most libraries and research workers in the field of economics 
should possess a copy of this book. 


Bombay M. M. 


Why Wages Rise. By F. A. Harper. (New York: The Foundation 
for Economic Education Inc. 1957, Pp. 124. $ 1-50). 


Wuy wages rise or fall? On what principles the wage-levels are 
determined ? How and why wage differentials arise? What is the 
effect of unions on wages ? These and various other problems per- 
taining to wages have worried our Economists for the last three 
centuries. Various explanations—from “ advances” of the Physiocrats 
to the “social foundations” of Barbara Wootten—have been offered, 
without any satisfaction to the critics. The questions still remain as 
elusive as before. 


The small book under review does not claim to offer any original 
contribution to the mass of wage-theories. It attempts to explain in 
a ‘oversimplified ” manner what is known as the wage problem. 
Oversimplification, however, has been responsible for some of the 
defects of the book. For example, there are many digressions from 
the subject-matter, particularly in chapters IV to VI. Often it is not 
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clear what the author is driving at. There are no conclusions, either 
at the end of the book or of the chapters. Even in Introduction the 
author dees not clarify the object of writing this book, except stating 
that he js dealing with the wage problem. The book has thus become 
a collection of un-co-ordinated essays. 


Bombay S. D. 


Social Legislation—Its Role in Social Welfare. 
Commission, Government of India, 1956.) 


(New Delhi: Planning 


Tue book under review gives a comprehensive account of “ the laws 
concerning Women, Children, the physically, mentally and socially 
handicapped groups, the destitute, the exploited women and the treat- 
ment of offenders.” Its main aim is to bring “ together all the laws 
relating to welfare.” It covers up all the relevant acts from 1850 to 
1956 and underscores the positive and helpful approach to social 
problems. It is thus a valuable contribution to the study of Social 
change and social control in India. The dawn of independence in 
India has brought with it an awareness of reconstructing and reordering 
our social life and eliminating all unwanted miseries and disabilities to 
which a laige section of our population had to put up with. The new 
constitution was the first step in that direction. The Constitution and 
the directive Principles therein proclaimed equality, justice, liberty and 
fraternity as the foundation on which the country has to be reorganized. 
The acceptance of planning and the appointment of the Planning Com- 
mission gave an additional impetus to this new trend. 


The first and second Plans have recognized the need for socia! 
amelioration and given a large share to social welfare agencies. The 
book gives a correct appraisal of what has been done up to now through 
the agencies of law. It is divided into six sections covering up almost 
all aspects of social life. Special mention may be made of the last 
section which is devoted to ‘the Role of law in Social Welfare.’ The 
section has to be judged in the context of the changing functions of the 
state in modern complex society. It has been widely accepted that in 
every country, developed or underdeveloped there are areas of economic 
disorganization and social maladjustments which require special atten- 
tion. In ‘the Great Society’ the individual alone cannot be left to 
fend for himself. The concept of individual freedom absolutely un- 
related to economic well-being has been relegated to the scrape-heap of 
the 19th century philosophy. 
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Thus we have arrived at the welfare state. If in the developed 
countries, the areas of economic disorganization and social maladjust- 
ment are comparatively small, they are nevertheless intense enough to 
demand the attention of their governments. In underdeveloped 
countries these underdeveloped sector is rather large and a consolidated 
effort on all fronts is essential for its uplift. The role of the state in 
these areas extends far beyond the customary limit. Where poverty 
prevails, where ignorance rules, where beggary is rampant, where 
superstitions are widespread and where birth determines an individual’s 
status, nothing short of revolution can bring about any change in the 
lives of the downtrodden majority. But the outcome of revolutions is 
uncertain and unpredictable. That leaves us no alternative but to 
accept the constitutional means for removing social ills. The book 
emphasizes the role of social legislation in curing social ills and considers 
the position of those who up to now were very unfairly treated by our 
society. At the cost of being dubbed a sceptic one may doubt the 
efficacy of law in removing social ills. Social legislation paves the way 
and assists the change but it does not initiate the change. The obedi- 
ence to law is not merely mechanical. Social relations are expressive 
of the social needs and individuals tenaciously hold on to that which 
seems to help in furthering their supposed interests. In this sense 
individual and social institutions are intimately linked. It is this 
functional relationship which jeopardizes any attempt to treat an 
aspect of life apart from the whole. 


The first section of the book is devoted to ‘Woman and Law’. 
Judged by any standard all laws enacted so far have emphasized the 
importance of raising the status of woman in our society. Since the 
age of Manu a woman has been looked upon as a commodity without a 
will of her own. The fact that she has been biologically indispensable 
did not make any difference in the treatment meted out to her. On the 
contrary that led to many social disabilities. Religion and caste 
supported this differential treatment to woman. The law of inheritance 
was against her. She had no voice in the question of adoption, guardian- 
ship, choice in marriage or divorcee. ‘ Verily Hindi law may be said to 
be based on distinctions of religion, caste and sex all of which are 
expressly forbidden by the Constitution.’ 


A static society can put up with this double standard of morality. 
The impact of the Western way of life created a ferment in the minds of 
newly educated individuals and generated a feeling of discontent. 
Though the first law was passed in 1850 the need was recognized as early 
as 1833 when Macaulay observed “I believe that no country is ever 
so much in need of a code of laws as India.”” From time to time attempts 
were made to reform the Hindu law but with not much success. ‘ The 
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Hindu Code Bill of 1948 was a bold attempt to reform Hindu law in all 
its branches’ as the author of the book points out. From that year 
we have crops of legislation which show how enthusiastically we are 
moving in the direction of progressive society. 


The unjust treatment to women is not the only drawback of the 
Hindu law. Our children also have been harshly dealt with—of course 
not in the law but because of the indifference of the law to their well- 
being. Not that people wilfully neglect their children, but poverty and 
destitution coupled with increasing population leave them no other 
alternatives. The book gives a clear picture of the condition 
of the neglected and uncared for children in our society and gives an 
account of the position of the different institutions like Remand Homes 
and Borstal Schools in various states. The problem of beggary also 
has been mentioned. There are beggars who are forced into the pro- 
fession and there are beggars who willingly take to it. Our religion 
enjoins charity and it is also the giver who must share the blame of 
beggary and not only the receiver. An analysis of the motive of the 
giver must be made for as long as the Dan is considered an important 
medium of achieving salvation the beggars will always be with us. 
About the handicapped groups and the problem of social defence the 
book has brought together all laws and pointed out difficulties in their 
administration. The last section puts forth certain suggestions for 
removing the defects in the working of existing laws. It recognizes the 
value of the public cooperation in the implementation of laws. We have 
treversed far from the days of Lombroso who believed that a criminal 
was born and not made. We have realized the need for substituting 
‘treatment’ for punishment. We cannot commit a large section of 
our population to inhuman treatment because they have no capacity to 
lead a normal life. Social justice can flourish only where economic 
equality prevails. Laws are mere instruments in the process. Eco- 
nomic development is a pre-condition to social change and it is our striv- 
ing in that direction that will bring us nearer the goal. As long as 
society is not willing to accept individuals released from prisons or 
remand homes as citizens and does not provide for their gainful employ- 
ment the efficacy of laws will be limited. Can we eliminate untouch- 
ability as long as the untouchables are economically worse off? The 
reviewer feels that the progress of a society depends more on the en- 
lightened and educated individuals rather than on the mass of well 
formulated laws, though the inter-dependence of both cannot be gain- 
said. 


As one goes through the book, one wonders how many of these 
laws have been obeyed by the people, how many accepted willingly and 
how many connived at. A law which makes a frontal attack on the 
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customary way of life will hardly be accepted by the people. The law 
in question must be supported by social conditions which would en- 
courage the growth of custom in order to curb the resistance which it 
always engenders. The book will have served its purpose if it leads to 
the investigation of the causes of the success and failure of different laws, 
in relation to the customs and beliefs of the people. Social workers have 
often experienced the hard truth of the resistance of the people to the 
unnecessary probing into their private lives. A thorough knowledge of 
the functioning of the social institutions and attitudes of different people 
towards social change must precede any interference in their established 
behaviour pattern. This makes the reviewer suggest the need of 
social research in all departments of life. A balance between the 
administrative efficiency and cultural diversity has to be worked out. 
This is only possible if we know how the people look at their way of 
life. In a vast country like India we cannot expect a striking success 
to be achieved in such a short time. As Durgabai Deshmukh puts it in 
the preface ‘ It is not enough that we have good laws. An efficient 
administration alerted by an informed and watchful public opinion are 
necessary. To secure due obedience to the law it must be known to and 
approved by the public on whose behalf it is well to remember, it is 
enforced ’. 


Nasik HeMiLatTa ACHARYA 


Evaluation Report on Working of Community Projects and N.E.S. Blocks. 
(New Delhi: India, Government of, Planning Commission, 1956. 
Pp. 230. Rs. 1-50 or 2 sh. 3d.) 


Tue Grow More Food Enquiry Committee (Chairman, V. T. Krishna- 
machari) put forward the proposal of the community projects as a 
remedy to vitalize the Grow More Food Campaign. They argued that 
the increase in farm production is difficult to achieve through only 
economic incentives such as price rise, better credit and adequate and 
timely supplies of production resources. According to them the pro- 
blem of farm production depends to a great extent on what might be 
termed as social incentives. The most felt needs of the farmer are 
met first and this action kindles in him a hope and desire for better and 
richer life. Through it the rural agency establishes a report between him 
and the cultivator which works as a bridge to carry researches from 
research centres to field to result into better production. The main 
lever of this process is the hope and willingness for better life. 


The community projects during their working of more than three 
years have achieved better results than those achieved by the Crow 
More Food Campaign earlier and this is revealed by increased pace of 
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irrigation, use of fertilizers etc. (fields common between the Community 
projects and Grow More Food Campaign) besides achievements in 
other fields like animal husbandry, social education ete. (fields entirely 
of Community Projects only). According to the Community Projects 
Administration the farm production in community project area is on 
the whole about 25 per cent higher than that in non-project areas and 
they claim that this difference is the result in the large measure of the 
impact of the community projects. Contrarily the Programme 
Evaluation Organisation basing its observations on the continuous 
contact with about 25 projects or blocks throughout the country, 
observes in their fourth Evaluation Report that the extension has not 
emerged from its back-seat. Besides the failure to firmly root the 
bridge which may be used as a permanent carrier of farm researches to 
peasants’ fields, the achievement of the community project is confined 
very largely to such items of programme as constructional work, 
distribution of supplies and better credit. Where the active cooperation 
of the peasant is required to take to a new form of institutional orga- 
nization (cooperative society or panchayat), investment, adoption of 
a different way of cultivation or better way of living, programme has 
not achieved an encouragiag success. In other words the social in- 
centives given (perhaps in overdose) have not produced the expected 
results. Further, according to the analysis of the Programme Evalu- 
ation Organization, the impact made by the community projects 
varies not only from region to region but also within the region from 
block to block, and from village to village and within the village from 
section to section. This disparity has a wide range, which cannot be 
easily explained. It is the fear of the Programme Evaluation Orga- 
nization that the results obtained are not permanently seeded. 


The Community Project programme is presently passing through 
the transition stage. At one end it is being widely extended to new 
areas, at the other end, its activities are being wound up. Whereas 
greater attention and efforts are being concentrated on the new regions ; 
there exists almost a vacuum in the old regions, They are in the state 
from which they would easily relapse into pre-project position if 
adequate attention is held back for longer time. 


The Evaluation forthright in its analysis, gives a vivid picture of 
the failings of the community projects. In this it weleomely departs 
from the earlier reports which deal with some limited aspects of the 
movement. But the treatment still remains mainly of symptomatic 
diagnosis. The Evaluation Report has yet to suggest the remedy 
which deals with the root cause of the failure. 


Bombay C. H. Suan 
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Flight and Resettlement. By H. B. M. Murpuy (Paris: Unesco 
Publications in Population & Culture series, 1955). 


Tuts is the second in the series of UNESCO publications on Population 
and Culture and richly deserves the observation made by Dr. Rees, 
the Director, World Federation for Mental Health in his foreword that 
it is “‘a document which has continuing importance for all who are 
concerned with population and migration problems and with the 
mental health of those who, for various reasons, as individuals or in 
groups, are dislocated from their normal background and are compelled 
to face major readjustment of their lives. ” 


The book is an excellent collection of contributions by psychiatrists, 
psychoanalysts, psychiatric social workers, social case workers and an 
industrial psychologist. Dr. Murphy besides editing the ‘work has 
contributed articles based on his experience of work among the displaced 
in Great Britain and Australia as a medical supervisor for the UNRRA 
and the IRO. The articles have been grouped into four sections deal- 
ing with (a) the actual flight situation, (b) the behaviour pattern of 
D. P.s in camps, (c) the process of resettlment in the country of their 
adoption and (d) the psychopathology of the D.P.s. As all the articles 
are based on the analysis of work among the D.P.s by the various 
contributors they are a very revealing insight into the tortured lives of 
the victims and the effort of the numerous national and international 
organisations to relieve their distress. Herein lies the value of the 
book. It is an authentic guide to those engaged in the task of 
assisting the uprooted, but with certain reservations. 


In the first place the situations and conditions studied pertain to 
D.P. type of refugee only who has lost his homeland and who seeks 
resettlement among people of a different type of culture. Secondly, 
the D.P.s are from European countries only and the millions of ‘ forced 
migrants’ in the various Asiatic countries, that have trudged many 
a country in search of shelter and a home have not been touched upon 
at all. Nor does the study take note of the political and economic 
consequences of the homeless D.P.s and its effects on the countries of 
their resettlement. The conclusions thus arrived at are applicable 
within a limited range. Neverthless it is a valuable contribution and 
of use to those directly concerned with the problems of the European 
D.P.s, especially in their psychological and social bearings. 


Bombay P. H. CaBINETMAKER 
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The Role of Factoring in Modern Business Finance. "By CLYDE WILLIAM 
Puevps. (Baltimore : Commercial Credit Co., 1956. pp. 70). 


Tuts handbook is published by one of America’s leading financial 
institutions, the Commercial Credit Corporation (Baltimore), as a part 
of its campaign towards educating the public in its behind the scene 
activities. As the very title suggests, the book seeks to explain the 
role of factoring in modern business finance. 


The need for factoring arises because the dealer is not in a position 
to make immediate payments for the goods purchased, whereas the 
manufacturer cannot afford to wait for future payment. The dealer, 
therefore, executes a bill of exchange, i.e. a promise to pay after 90 
days time. Holding the bill till maturity is obviously not in the interest 
of the manufacturer, as we shall soon see. What he hence, does is to 
get the same discounted by a special financial institution called the 
factor. The factor undertakes to hold the bill till maturity and collect 
the amount advanced from the drawee. Factoring thus, may be defined 
as “a continuing agreement under which a financing institution 
assumes the credit and collection function for its client. ” 


Where the specialised factoring institutions exist, certain auxiliary 


functions are also performed such as outright sale of receivables, lending 
on inventory, making loan in fixed assets, other security, and on open 
credit, and providing an advisory service to clients. 


Say transfer of its credit and collection function and by cashing 
receivables, a firm stands to gain in several of the following way :— 
1, It may be enabled to increase its credit sales volume ; 
It may completely eliminate of ownerships equity ; 
It may avoid dilution of ownerships equity ; 
It may avoid increased debt ; 
It may increase the turnover of its working capital ; 
It may benefit from the opportunity to increase its profits, 
by concntrating its energies on production, product 
development, and sales problems. 


It mzy be stated in conclusion, that firms which may benefit ‘rom 
factoring ar: those which are fast developing concerns able to make 
profitable use of additional cash, and whose management bappens to be 
sufficiently eaterprising to make profitable use it. production of the time, 
effort and worry it would otherwise be westing for credits and 
collections. 


The above advantages are likely to accrue to a firm on the condition 
that the while business of factoring cost is relatively cheap. This 
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requires an examination of the factoring firms cost structure. The 
costs involved in factoring are two. Firstly the factor charges a commis- 
sion for performing the credit and collection function and purchasing 
the firm’s receivables without recourse to the firm for credit losses. 
The second element in the cost structure is the market rate of interest 
paid in normal loan facilities, made available by the factor to its client 
in the case it desires cash for receivables before the due date. 


As the second cost element is common to any kind of borrowing, 
the issue hinges on the former cost. Here the equilibrium condition 
is that “ the net dollar costs of factoring (that is the difference between 
the amount of commission paid and the amount it would cost the firm 
if it handled the credit and collection function itself, plus insurance risk 
premium if any), with the dollar benefits to the firm in question”. 
If the difference is positive, namely that the dollar benefits are greater 
than it will pay to the firm and engage the services of a factoring insti- 
tution and vice versa. 


Insofar as our country is co.cerned, we have no specialised factor- 
ing institutions. But our banks do provide this kind ot service to big 
traders. The small traders like petty shop-keepers are accommodated 
by the sundry indigenous bankers called Multanis. The Multani draws 
a bill on the debtor, who accepts it. This bill the Multani endorses in 
favour of a bank with whom he enjoys overdraft facilities. The bank 
discounts this hundi crediting the cash amount to the Multani’s account. 
On the day the hundi matures, the drawer approaches the bank to 
discharge his obligation. It is estimated by the Shroff Committee that 
not more than Rs. 10/- crores are advanced ir this way at any one time. 


In either case, that is, the financing of the big or small, manu- 
facturer or businessmen, the entire credit risk is borne by the individual 
who is a principal creditor and not by the factoring institution—the 
bank. A consequence of this restrictive policy is that the final payment 
responsibility continues to be on the initial credit, who continues to 


incur the collection expense. To this extent the full advantage of the 
arrangement is lost. 


With respect to cost, the big manufacturer or businessmen is 
much better off. He definitely stands to gain, as he merely pays the 
normal rate of interest in borrowings. But in case of the small manu- 
facturer or businessmen the advantage is negative, because the rate of 
interest paid varies anything between 12 to 25 per cent. This “ illegal ” 
exaction the small borrower is forced to pay because it is extremely 
difficult for him to find credit from any other source. 
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The provision of factoring facilities for the small man becomes 
then a social necessity. Due to the special risk attached, private enter- 
prise will not muster sufficient courage to put up a specialised insti- 
tution. A semi-official body, therefore, is the alternative. 


Another serious obstacle to private initiative is the present 
restricted nature of the Reserve Bank’s Bill market scheme. This bill 
market scheme is not ‘ genuine ’ in the sense that all bills arising out of 
trade transactions will be rediscounted. In the second place it is not 
rediscounting in the true sense of the word, for it actually amounts to a 
loan facility, the bill presented to the Reserve Bank being held as 
a collateral security along with a demand promising note of like value 
from the Bank pledging that bill. 


The Reserve Bank deliberately wishes to keep the scheme ‘ quali- 
tative’ for economic reasons. Whatever these motives may be one 
cannot deny that the social exploitative element involved in the factor- 
ing of small traders needs to be relieved immediately. For this a special- 
ised, perhaps subsidized, factoring institution is the need of the hour. 
The economic cost involved in the business will be amply balanced by 
the economic welfare accurring to the nation. 


Bombay Kerst D. Doopna 


Poona : A Re-Survey—By N. V. Sovant, D. P. Apre ann R. G. PENDsE. 
(Poona: Gokhale Institute of Politics & Economics, 
Publication No. 34. pp. 555, Rs, 15). 


Tuts Volume is of more than ordinary importance. In the field of 
socio-economic research in India there are very few attempts at following 
up initial area surveys by a re-survey after the lapse of a significant 
period. In this case, the Gokhale Institute had conducted in 1937 
what Prof. Gadgil, the Director, described as a general purposes survey 
in the then City of Poona. The results of this survey were published in 
two volumes, one economic, which was brought out in 1945, and the 
other, general or social, which was brought out in 1952. Since 1937, 
the limits of Poona City have been expanded and the municipal body 
has been raised to the status of a corporation. The Re-survey is for 
the year 1954, On the economic side it goes into much greater detail 
than the earlier survey, but the non-economic aspects of the first 
inquiry are mostly excluded. Partly at least this is due to the fact 
that the Re-survey was planned as part of a countrywide pattern of 
urban surveys sponsored by the Research Programmes Committee of 
the Indian Planning Commission. In fact this volume is the first among 
the large and growing series of reports which are expected to emerge 
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from research projects sponsored by the Committee. The Re-survey 
is so designed as to make it possible to compare for the identical area 
of the earlier survey several significant factors of growth. The purpose 
of urban surveys sanctioned by the Research Programmes Committee 
was manysided. To promote social science research in developmental 
fields on a wide regional basis was no doubt one among the several 
purposes which the Research Programmes Committee had in view. But 
a more direct interest which the Planning Commission had in these 
surveys was to obtain more factual and quantitative data on all 
aspects of growth. 


It was with this end in view that several schemes of urban surveys 
ranging from metropolitan towns like Bombay, Delhi and Calcutta to 
some district level places were sanctioned. Poona led in the medium 
class, and as the records of an earlier, pre-second World War period 
were readily available a re-survey was naturally expected to reveal 
significant features of growth much more specifically than was possible 
in projects which were concerned only with a first survey. The whole 
of the Re-survey Report is valuable from this point of view. As usual 
the report consists of a large volume of statistical tables. To the 
careful student the data is at least as important as the report, inas- 
much as each student has a right to deduce his own conclusions from 
given data. Going further one may say that as the schedules used 
for surveys undertaken under Research Programmes Committee schemes 
are readily available, any further tabulation, if thought desirable, may 
be adopted with the assistance of the Research Programmes Committee. 
Apart from the contents of the Report the design, the conduct and the 
analysis of the whole survey constitute a study in method which has 
great significance. Here again a comparative assessment of the merits 
of the first and the second surveys would be very interesting. 


Due mainiy to the expansion of the limits of the city its population 
has increased very materially. But it is a striking fact that for the 
same areas as was covered by the 1937 survey, population had more or 
less been doubled during the interval between the two surveys. From 
about 250,000 it had increased to 500,000. For the earlier survey 
a house sample, roughly 8 per cent of total families, was adopted. 
Thanks to material made available by ration-cards the Re-survey could 
be conducted on a 4 per cent sample of families. It is seen that in- 
migration, temporary or permanent, is responsible for as much as 30- 
per cent of the increase in population. It is further noteworthy 
that in-migrants were mainly Marathi-speaking and hailed from the 
moffusil areas of Poona district and, to a lesser extent, from the rest of 
the Marathi districts of Bombay. The artisan group declined from 
5 to 2 per cent of population. The influx of refugees was responsible 
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for a marked rise in the number of Sind and Punjab migrants. The 
population of adults among females had increased from 58 to 62 per cent. 
There is evidence to show that age at marriage has increased, and the 
proportion of widows and widowers has declined. Proportion of 
illiterates has registered a marked decline, especially in the intermediate 
group. The ratio of earner to non-earner which was 1 : 2.12 in 1987 
became 1: 2.49 in 1954. Juvenile earners showed a marked decline. 
Proportion of female to male earners was almost steady. There was 
an increase in average size of the family from 3.9 to 4.6. There is no 
indication that the joint-family is disintegrating further. Housing 
construction did not keep pace with rise in number of families. The 
largest percentage increase in occupational grades was among highly 
skilled and supervisory manual work (from 8 per cent to 11.3 per cent), 
and clerks and shop-assistants (from 6.8 to 9.7). The proportion 
of pensioners was steady. Excluding freshers, who were included in the 
enumeration of the unemployed in 1954, the percentage of non-fresher 
unemployed has doubled during the interval (from 3 to 6). Percentage 
of persons employed in business had declined (from 20 to 15), but the 
average size of business seems to have gone up. The principal factor 
contributing to the growth of Poona continues to be administrative and 
governmental. Industry and trade do not seem to be relatively import- 
ant factors of growth. There are of course many other aspects of 


economic and social change which have been brought out in a compara- 
tive report on changing patterns of occupations and earnings contained 
in Chapter VIII. 


Apart from the special importance of this study as indicator 
of comparitive change, it contains a number of methodological 
and analytical features which are extremely important. In_ this 
connection Chapter II dealing with migration covers almost entirely 
new ground. As noted earlier about 30 per cent of the rise of the city’s 
population was due to a net in-migration. Several points concerning 
definition and method are involved in the survey of this aspect. The 
unit of migration is taken to be a family, a single migrant being treated 
as a one-member family. The permanent or temporary nature of the 
immigration has been deduced from a direct declaration of the head of 
the family. All families which have come into the city in the generation 
of their present heads have been treated as in-migrants. Out of the total 
sample 1712, i.e., 31 per cent were autochthons ; 3289, i.e., 59 per cent, 
were in-migrants ; and 600 or about 11 per cent, were temporary in- 
migrants ; out of the temporary in-migrants about 20 per cent are 
single. Among the permanent in-migrants the percentage of single 
persons is about 11. Data bearing an occupational source of in-migrants 
shows that only about 20 per cent are from among cultivators. This 
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may be due partly to the nature of employment available in Poona, 


and partly to the push operating in the non-cultivator groups in 
rural areas. 


Coverage regarding unemployment is much more extensive in the 
Re-survey than it was in the first survey. For the first time registrants 
at the employment exchanges were included in the survey. An ingeni- 
ous, though somewhat improvised, method has been used to institute 
an analysis of partial unemployment. Leaving out the salaried and 
employer classes, who are presumed to have whole-time employment the 
rest among the employed, viz., casual workers and self-employed were 
interviewed as regards the extent of their employment. Invariably 
the period for which the relevant questions were addressed was the 
calendar month previous to the one in which interview took place. 
In an urban area neither lack of memory nor unwillingness to give in- 
formation could have been serious drawbacks of this method. The 
casual workers were grouped under unskilled, skilled and highly-skilled. 
It was observed that percentage of fully employed persons was lowest 
among skilled workers, being 40 per cent, as against 51 among the highly 
skilled and 60 among the unskilled. A further breakdown of these classes 
by occupations is also very suggestive. Data of the 1937 enquiry on 
these points was not strictly comparable. However, by regrouping the 
then available data some comparative analysis has been attempted. 
This comparison suggests that the incidence of partial unemployment 
is higher in the re-survey, especially among the skilled and the highly 
skilled groups. The whole attempt is a study in design, method and 
analysis which are of great interest to the student. The report itself 
is bound to be of considerable use for the planner, especially as occu- 
pation-wise breakdown is available for all aspects of the survey. 


What amounts to almost a pioneer study has been attempted in 
regard to mobility of occupations over three generations. The large 
sector of in-migrants reduces the usefulness of this study. All the same 
against a general background of occupational rigidities created by caste 
inhibitions and very slow and patchy industrial progress all over the 
country, and in the Poona area, the indications of even this study have 
some suggestions to offer regarding an aspect of change, which in its 
developed form may be described as the dynamics of urban occupational 
structure. In its present form, and at the present stage of develop- 
mental change, the survey indicates that as many as 43 per cent are 
in the same occupational grade as their fathers. Among those whose 
grade is different from their fathers’ 72 per cent have a higher grades. 
Similar data for change between the father and the grandfather genera- 
tions has also been collected. Its separate analysis, as also joint 
presentation along with data regarding change from the fathers’ grade 
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are very interesting. These may be utilized by careful students for 
several purposes. An overall review suggests that only about 4 per cent 
improved their position continuously over the three generations, while 
only about 1 per cent experienced a continuous decline. As against 
this about 33 per cent remained in the same position over the three 
generations. The percentage of those going up was large compared 
to those going down. In spite of this obviously encouraging feature 
the overwhelming importance of those who do not move either way is 
too plain to miss. 


As has been indicated the large and continuous flow of in-migrants 
from rural areas makes a study of occupational change for the urban 
area somewhat discountinuous, as the number of freshers is always 
very large. For the district or region as a whole such a study would be 
more fruitful. A survey of a composite urban-rural region may be 
initiated at an early date with much advantage both for method and 
contact. 


The Poona Deccan area may well be chosen as the field of such 
a composite study. There can be no two opinions as to the relevance 
and competence of the Gokhale Institute to be the agency for pioneering 
such a study, as it has pioneered so many in the past. The Research 
Programmes Committee of the Planning Commission and the large 


body of social researchers everywhere have reason to be grateful to 
the authors for this competent study of the changing pattern of employ- 
ment and earnings in Poona. For its comparative and methodological 
importance, as also for the analysis of significant features of social 
and economic change which it reveals, this survey will occupy a very 
high place in the list of essential material for developmental studies. 


Poona : D. G. Karve 
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NOTES 


Unemployment in a Growing Economy* 


Tue most obvious and unmistakable indicator of economic growth 
is a sustained increase in total national income or product at constant 
prices. If this increase in national income is higher than the rate of 
increase in population, there is a steady rise in per capita output and 
with that an improvement in the standard of life of the people. Judged 
by this standard, it is clear that the Indian economy has experienced 
substantial growth in the last few years. Between 1950-51 and 1954-55 
the Eastern Economist's index of agrieultural production (Base, average 
of 1936-37 to 1938-39 = 100) moved up from 94 to 122, while the index 
of business activity (Base, year ended August 1939 = 100) rose from 
104-9 in 1950-51 to 137-6 in 1954-55. In the same period, industrial 
production improved by about 43%, the Indian Labour Gazette's index 
of industria] production (Base, 1939 = 100) registering a gain of 46-4 
points from 107-2 to 153-6. Simultaneously national income at 1948-49 
prices increased from Rs. 8,850 crores in 1950-51 to Rs. 10,170 in 1954- 
55. 


One disquieting feature of this improvement in national product 
is that it has synchronised with growing unemployment. Statistical 
information relating to the nature and magnitude of unemployment has 
been meagre and unsatisfactory. In view of the existence of disguised 
unemployment on a large scale, the recent estimates of the Planning 
Commission that at the beginning of the Second Plan the extent of 
urban unemployment was about 2-5 millions' and the findings of the 
Agricultural Labour Enquiry Committee that in 1950-51 the level of 
rural unemployment was of the order of 2-8 millions seem to be a gross 
understatement of the seriousness of the situation. A rough estimate 
of the rate of increase in unemployment since 1950-51 can be made by 
relating the increase in the number of people employed in industries to 
the rate of increase in population in the age group 15 to 55. If we 


* Based on a paper presented at a Seminar of the Ford Foundation Research 
Trainees, Madras University, in March 1957. 


1 The National Sample Survey estimated urban unemployment in 1954 at 


2.24 millions. According to the Survey, about 25% of the unemployed register 
themselves with the Employment Exchanges. On this basis, the magnitude of urban 
unemployment in 1956 would have been about 2.8 millions. Making allowance for 
frictional unemployment, which is inevitable in a growing economy, the Planning 
Commission have suggested that the backlog of urban unemployment at the begin- 
ning of the Second Plan period might be of the order of 2.5 millions. (Second Five 
Year Plan: Government of India, 1956, p. 110). 
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assume that the rate of increase in population and its age composition 
remained the same in the years 1951 to 1954 as in the decade preceding 
1951, it would be found that the male population between 15 and 55 
years in the country increased from about 100 millions in 1951 to 
about 105-6 millions jn 1954, i.e. at an average annual rate of 1-4%. 
On the other hand, the number employed in factories* increased from 
2-5 millions to 2-6 millions or at the rate of 1% per year. The All India 
figures of registration at the Employment Exchanges are revealing. 
From 328,700 at the end of 1951, the number of applicants on the live 
registers increased to 692,000 at the end of 1955. The average monthly 
figure for the last year was about 700,000. 


It should, however, be observed that it is not only the magnitude 
of the evil at the commencement of the Second Plan that presents a 
serious problem but also the fact that unemployment has been growing 
steadily in the last few years along with an increase in total national 
product. The danger of this situation lies in the fact that if this trend 
persists, the economy is likely to get stagnated or at any rate it would 
become more and more difficult to make further increases in national 
income. In this respect there is a close parallelism between a developed 
economy where there is an excess of capital and an underdeveloped 
economy suffering from an excess of population. In the case of the 
developed economies, the difficulty arises from the fact that investment 
creates two things—income and productive capacity. If the new pro- 
ductive capacity is to be kept fully employed, then effective demand for 
the products of this equipment is to go up. But effective demand 
is directly linked to increase in income. If income increases then 
investment and productive capacity also increase, necessitating further 
increase in demand or incomes. This is the well-known Harrod Domar 
thesis, according to which, in order to keep capital equipment fully 
employed, there should not be merely an increase in income but also 
an increase in the rate of increase in income. 


The problem of underdeveloped countries appears to be the counter- 
part of the one described above. Although the phenomenon of un- 
employment increasing side by side with rise in national income seems 
paradoxical, yet in reality this is a common feature of countries in the 
early stages of economic development. Two reasons may be given for 
this trend. By definition, underdeveloped countries are those which 
lack adequate capital and whose incomes are so low that annual savings 
and investment constitute a much smaller proportion of national income 
than in advanced countries and are quite insufficient to ensure a rapid 
increase in national product. Added to this is the significant fact that 


2 Only those subject to the Factories Act. 
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in most countries of this*category population is excessive and tends 
to grow at a faster rate than in economically well-developed countries. 
As a result, when the people of these countries become aware of the need 
for economic development and are prepared to take definite measures. 
to attain this end, they find themselves face to face even at the very 
outset with large numbers of unemployed. This backlog of unemploy- 
ment is due in most cases to historical causes. For example, it is 
conceivable that in India at a time when her indigenous industries 
flourished and when the death rate was high there was a proper adjust- 
ment between capital formation and population growth. The decay 
of these industries in the face of foreign competition seriously hampered 
domestic capital formation, while the decline inthedeath rate with the 
establishment of peace and order and the provision of better medical 
and health facilities favoured an inconveniently high rate of population 
growth. 


In order to provide full employment when labour supply is increas- 
ing, a certain rate of increase in income is necessary. But this rate of 
increase in income is dependent on the rate of investment or capital 
formation. The existence of unemployment of the Marxian type and 
also of under-employment and disguised unemployment in under- 
developed countries should be explained in terms of inadequacy of 
capital and income. In other words, the full employment growth rate 
of income or the rate at which income should grow in order to provide 
full employment of labour is greater than what it actually is. But 
at the same time, since the existing stock of capital is scarce in relation 
to labour supply, capital would be fully utilised but the per capita 
output of labour will be small. This means that any further addition 
to capital and income can be effected only with greater and greater 
strain. At the same time, growing labour supply pushes up the rate 
at which income should be increasing in order to ensure full employ- 
ment of labour. Thus the difference between full employment growth 
rate of income and the actual growth rate becomes wider and wider. 
The growing inadequacy of capital and income results in increasing 
unemployment of labour. In this manner, the inadequacy of capital 
not only causes unemployment, but also causes unemployment to grow. 
Since to begin with there is a backlog of unemployment and any 
moderate increase in the rate of investment will not absorb this idle 
labour and since population is steadily increasing, it follows that, 
unless the annual rate of investment increases at a much faster rate 
than population growth, the scarcity of capital in relation to labour will 
become more and more acute. But in an under-developed country in 
the early stages of development, it is well-nigh impossible for the 
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economy—if it is left to its own resources—to raise the rate of invest- 
ment to the required high level. It is worth noting that in India since 
1950-51 the rate of investment has moved up and down rather sharply 
so that over the years there was no substantial increase in investment 
rate. In 1951-52 it went up to 7% of national income from about 5% 
in the previous year. This was however exceptional and was partly 
due to stockpiling. In the next two years it fell back to 5% and rose 
to 6% and 7%, in the last two years of the First Five Year Plan period.* 
It is safe however to presume that population continued to increase in 
these years at the annual rate of 1.25%. 


From the demographic point of view, it is possible to distinguish 
three broad stages in the development of a country. In the first stage, 
the rate of increase in population is low in spite of a high birth rate 
because of an equally high death rate ; in the second stage, population 
growth is rapid because, while death rate comes down as a result of 
better living conditions and the availability of adequate medical facilities 
birth rate remains high ; in the third stage, rate of population growth 
declines because of low birth and death rates. Low birth rate in this 
stage is due primarily to the achievement of a higher standard of living. 
This rough demarcation has some significance in relation to economic 
growth. If economic development starts or what Professor Rostow 
calls the ‘ take off ** occurs in the first stage, then growing population 
would not be a serious problem to the country’s economy. In such 
a situation the developing economy would be able to absorb the growing 
labour force without difficulty and as development continues, the very 
fact that living conditions improve and standard of life goes up brings 
down the rate of growth of population. The problem then may be an 
inadequate rate of increase in population in relation to the accumulation 
of capital. Most of the West European countries have had such an 
experience. On the other hand, if economic development starts in the 
intermediate stage (as in the case of India), the developing economy has 
to face the serious problem of over-population and unemployment. 
In the last two decades or so, death rate has been significantly brought 
down in India and other under-developed countries as a result of the 
advancement of science and medical knowledge. But since this change 
has preceded any attempt at economic development on a national 
scale, rapid growth in population has become a liability rather than an 
asset. In other words, if rapid increase in population occurs at a time 
when economic development has gathered sufficient momentum, it 


8% Second Five Year Plan (Government of India), p. 3. 


* W. W. Rostow: Process of Economic Growth, Oxford (1953); also ‘** Take 
off into self-sustained growth ” (The Economic Journal, March 1956). 
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only does not hamper growth, but actually facilitates it. On the other 
hand, it threatens to be a dead weight on the economy if it occurs at 
a time when the economy is straining itself for the ‘ take off ’. 


A second reason for growing unemployment in the early stages of 
economic development is the type of factor combination which under- 
developed countries are compelled to adopt in order to increase their 
productivity. The main and immediate objective of under-developed 
countries is to increase their total output and output per capita. Short- 
age of capital relative to labour means low productivity per worker 
and low per capita real income. In order to produce more, new techno- 
logy is adopted. This technology is devised in developed countries 
where there is relative scarcity of labour and is therefore labour saving. 
Investments of this nature diminish the quantity of labour input per 
unit of output and thus involve methods of production inconsistent 
with what the factor supply situation in underdeveloped countries 
would warrant. Nevertheless, insofar as such methods of production 
are advanced and efficient, their adoption helps the economy to secure 
a quick increase in output. Thus results the paradoxical situation of 
national product increasing along with increase in unemployment. , 


If this analysis is correct, then the remedy for unemployment of 
the type that has occurred in India in recent years should be two-fold. 
Firstly, the rate of increase in labour supply should be kept down. 
This would necessitate the implementation of a well-thought out 
Population policy, a policy designed to regulate, as far as social 
conditions would permit, population growth in accordance with the 
absorptive capacity of the national economy. Secondly, it is of the 
greatest importance to step up the rate of capital formation. The 
crux of the problem of economic development consists in raising a low 
rate of capital formation to the level necessary to ensure self-sustained 
growth. But to lift it up to this higher level in a comparatively short 
period of time is beyond the means of most of the underdeveloped 
economies. It is here that capital imports can be made to play a strategic 
role. Apart from this, there is another reason why external assistance 
for economic development is a matter of necessity. It is not possible 
for the underdeveloped countries to acquire essential capital equipment 
from advanced countries by means of their export earnings. Exports 
as a source of income for less developed countries tend progressively 
to decline in importance. Exports of underdeveloped countries 
(mostly raw materials) are the imports of developed countries. But 
the ratio of imports to national income tends to decline in developed 
countries.’ This is so because these countries have been trying hard 


5 Henry J. Bruton : Journal of Political Economy, August 1955, p. 335. 
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to economise in the use of raw materials by finding out various synthetics 
and by means of other technological improvements. On the other hand, 
the imports of underdeveloped countries (mostly manufactured goods 
from developed countries) tend to increase in the early stages of their 
development for two reasons: firstly, because these countries require 
technical equipment from advanced countries, secondly, because it is 
likely that with some increase in their national income a good part 
would be spent on luxury and quasi-luxury consumption goods manu- 
factured outside. Insofar as exports constitute a good fraction of the 
national income of underdeveloped countries and these exports (or 
the imports of developed countries) tend to become a smaller and smaller 
proportion of the income of developed countries, the rate of growth of 
income in the former should be necessarily less than that in the latter. 
It thus follows that without capital imports underdeveloped countries 
cannot achieve the rate of growth of income of the developed countries. 


Madras 


D. Bricut SIncH 


Social Protection Through Mutual Aid 
A Rational Approach to Co-operation and Social Security 


Man has to face a number of contingencies or risks right from his birth. 
These contingencies include employment injury, occupational disease, 
invalidity or disablement, ill-health or sickness, maternity or child- 
birth, old age, burial, widow-hood, orphan-hood and unemployment. 
From the economic point of view, it is not possible for the man either 
to work or to obtain work during these contingencies. In case of some 
of the contingencies, the necessity for providing medical care arises. 
An effective scheme of social protection, therefore, must fulfil the 
requirements of provision of income security as well as medical care. 


The various contingencies referred to above came into existence 
from times immemorial, since the man started his economic activities. 
Naturally, some attempts were made during the centuries to find out 
effective safeguards in mitigating the evils arising out of these contin- 
gencies. The methods tried on the individual plane related to thrift 
and borrowing. For example, whenever a person fell sick, he tried to 
meet the necessary expenses through his savings, and sometimes by 
borrowing from his friends or relatives. Both these methods, however, 
have proved ineffective, particularly in case of low-paid persons, as 
they neither could save nor get anything on loan. Some thought was, 
therefore, given to fight the contingencies on the family or community 
level. In India the problem found an easy solution in the existence of 
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joint family and caste systems. Whenever any member of a joint 
family fell ill or became disabled, he was cared for by the other members 
of the family. Similarly, the evil effects of unemployment or old age 
were not felt by the individual members of a joint family, because the 
head of the family undertook the responsibility, which is at present 
being taken by a social security organisation. On a broader but similar 
basis the caste system provided various safeguards to their members. 
With the growth of individualism and liberalism, both these systems 
have, however, broken down, leaving the problems of social security for 
the community to solve. The modern systematized methods of social 
assistance and social insurance have gradually evolved, out of the various 
experiments made by the community to provide social security to their 
members. These methods can broadly be divided into three parts : 


(1) Social assistance where the element of insurance is 
absent and most of the money comes from the State 
Exchequer ; 


(2) Voluntary social insurance ; 
(3) Compulsory social insurance. 


The mutual aid movement belongs to the second category, which 
ean be called mutual insurance on voluntary basis. For a number of 
centuries, voluntary social insurance was prevalent in various forms, 
such as the craft guilds, friendly societies and mutual companies, which 
provided security to individual members during contingencies, mainly 
through monetary aid, financed by the payments into their common 
funds. The artisans’ guilds in India and the Nidhis of Southern India 
furnish a proof of these tendencies of mutual aid. 


During the last 50 years voluntary social insurance has given way 
to compulsory social insurance and lately to the concept of compre- 
hensive social security. The voluntary insurance schemes failed to 
prove a success mainly because of the lack of actuarial knowledge, the 
inadequate reserves, absence of proper supervision and general indiffer- 
ence of the members. The State also threw its weight on the side of 
compulsory social insurance, because compulsion was useful in gaining 
control over the beneficiaries. Voluntary insurance has been so success- 
fully declared a failure that it has now been generally agreed that the 
element of compulsion is necessary not only in the public interest but 
also in the interest of economy and administration of the insurance 
organisation. Compulsion, however, comes in the way of the democratic 
working of the social insurance organisation and the beneficiaries some- 
times feel that they have been unnecessarily roped in the social insurance 
scheme. It may, therefore, be desirable to explore the possibility of 
evolving a voluntary social insurance movement, without the defects 
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which brought down its downfall. The mutual aid movement offers 
an approach in this direction, particularly in underdeveloped countries. 
According to the international standards, those countries in which the 
per capita revenue of the inhabitants is less than one-third of that of 
those of the United State of America are considered as underdeveloped 
countries and India unfortunately falls in this category. We have 
a very low level of living, which is illustrated by the fact that the average 
per capita income is only Rs. 20-22 per month.' At the same time we 
have vast unlimited natural resources, a growing population and consider- 
able unemployment and underemployment. Experience shows that 
it would be pre-mature to set up social security services in unhealthy 
or underdeveloped countries, in which the population is under-nourished, 
badly clothed and where the dwelling problem is most acute. The 
introduction of the social security system can only fully attain its 
objectives, if the beneficiaries are in almost normal state of health and 
if they already possess means of existence which ensure them of vital 
minimum. 


Mutual Aid as Co-operative Movement 


Co-operation has been defined by H. Calvert as “* a form of organisa- 
tion wherein persons voluntarily associate together as human beings on 
a basis of equality for the promotion of the economic interests of them- 
selves.’ - Another definition states that co-operative activity should 
be understood as co-operatively organised activity to exploit the work 
of the individual with his free and direct help, whether a co-operative 
society in the strict sense of the word, be involved or not. Both these 
definitions embody the following principles: (1) the association is 
mainly that of human beings rather than that of capital ; (2) there is 
equality among the members, i.e. each member has only one vote ; 
(3) the association is voluntary in character ; and (4) the objectives 
of the association indicate a common interest of all members and the 
attainment of this interest necessitates the collection of contribution 
from each member. All these principles are applicable equally to the 
mutual aid society as well as to the co-operative society. As stated in 
one of the reports of the International Social Security Association, 
“ Both signify a form of association of persons acting on the basis of 
equality and collective responsibility with a view to the promotion of 
their mutual welfare. This mutual welfare is not only of an economic 
character, but also of a moral and social character. Both promote the 


! The Second Five Year Plan states : “Living standards in India are among the 
lowest in the world. The average intake of food in India is below accepted nutri- 
tional standard ; housing is very deficient ; and only a half of the children in the age 
group 6-11 and less than one-fifth of the children in the age group 11-14 attend school. 
About a half of the population of India has, on an average, Rs. 13 per month to spend 

n consumer goods.” (p. 5). 
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spirit of fellowship, the social sense, the spirit of providence and loyalty. 
They enable the property less masses to participate in their own advance, 
they stimulate the sense of initiative and responsibility, and train leaders 
from among the masses who will remain close to them aud devoted to 
them”. 


The co-operative movement may take various forms. We have in 
India rural credit societies, joint purchasing societies, marketing 
societies, different categories of joint cultivation societies, societies for 
various kinds of services including irrigation, consolidation of holding, 
anti-erosion work, health and better living, etc. as well as co-operatives 
organising cottage and small scale industry workers, consumers 
societies, co-operative housing societies, insurance societies and thrift 
societies. The co-operative movement in India has rapidly developed 
since 1904, when the Co-operative Credit Society’s Act was passed. 
In June 1954, the agricultural side of the movement included 22 State 
co-operative banks, 499 central banks and bank unions, 1,26,954 
primary agricultural credit societies and 10 central and 304 land mort- 
gage banks. On the non-agricultural side, the principal credit insti- 
tutions were 716 urban banks, 8,389 co-operative credit societies and 
8,651 societies of salaried employees and wage earners. The primary 
agricultural credit societies have a total membership of 5-8 million and 
non-credit societies of 2-7 million. The development, however, ir 
mainly one sided. Agricultural societies still constitute more than 80°% 
of the total and of these credit societies are still by far the most 
numerous. The non-credit and the non-agricultural societies are very 
inadequate and the mutual insurance societies are practically absent. 
Even the Second Five Year Plan aims in developing the number of 
credit societies and marketing and processing societies. The non-credit 
non-agricultural side has not yet received due attention. 


The various advantages of the co-operative movement have been 
already realised in this country and its projection in the field of mutual 
aid may not be considerably difficult. The netessity, the resources, 
the leaders, as well as the willingness of the would-be beneficiaries— 
all these factors will facilitate the introduction of mutual aid movement 
in this country. In a number of other countries the co-operative move- 
ment developed first under the form of mutual benefit societies for the 
assistance of the members, whereas the commercial side took shape later 
on. In India, the position may be reverse. 


Mutual Aid as a Part of Social Insurance 


Mutual aid, as a method of voluntary social insurance, is normally 
an alternative, though sometimes a supplement, to the compulsory 
social insurance. As stated earlier, voluntary insurance, because of 
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its jnherent defects, has given way to compulsory insurance. This, 
however, does not mean that voluntary insurance can inevitably be 
ousted by compulsory insurance. It is not possible for the compulsory 
insurance to cover all citizens for all possible risks and hence voluntary 
insurance has still ample scope for operation. Secondly, voluntary 
insurance has certain moral value, which attracts co-operation from 
the employees on a voluntary basis. It is, therefore, possible for a 
mutual aid society to work in co-operation with an official compulsory 
insurance scheme, by providing complementary and supplementary 
benefits in the social field. It is also possible for such a society to work 
completely independent of compulsory scheme in a field which has not 
been covered by the latter scheme. In Switzerland, sickeness insurance 
is effected through a mutual aid system. On the other hand, the mutual 
aid societies in countries like France and Luxembourg are quite in- 
dependent of the compulsory scheme and provide their members with 
benefits to replace or supplement those of the social security scheme ; 
they are quite free and independent in their methods of coverage and 
granting of benefits. An intermediate solution has been adopted in 
certain other countries like Belgium and Denmark, where the compulsory 
scheme is administered either partly or wholly by the mutual aid societies, 
which do not merely grant the statutory benefits but also provide other 
additional advantages to those of its members who desire. 


In India the only social insurance scheme which we have is the 
Employees’ State Insurance Scheme, envisaged in the Employees’ State 
Insurance Act, 1948. The Scheme covers employees getting up to 
Rs. 400/- per month in non-seasonal factories and provides cash and 
medical benefits to these employees during three contingencies—sickness, 
maternity and employment injury. Though this is an important social 
insurance scheme in an underdeveloped country like India, it has got 
its limitations regarding coverage. A large number of persons are left 
outside the scope of the Scheme. Some provision also appears necessary 
for such risks as invalidity, old age, natural death and unemployment. 
Voluntary insurance, based on sound methods of compulsory insurance, 
can be used with some advantage to cover these risksand persons. For 
example, mutual aid societies can be started to provide for 
non-factory employees benefits in various contingencies, Similariy, 
the mutual aid societies can also start independent social insurance 
schemes to cover such risks as invalidity and old age. The general 
policy of the compulsory social insurance scheme is to provide minimum 
benefits and hence voluntary insurance can make up the deficiencies 
left by the compulsory scheme. The most fruitful scope offered to 
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voluntary insurance is in the fields of benefits in kind, particularly 
medical benefits. A number of health co-operatives are already work- 
ing in India to fight against diseases like Malaria. 


Another defect of the compulsory scheme, which can be eliminated 
by voluntary action, is the strict adherence to rules and regulation. It 
is not possible for a compulsory scheme generally to go outside the 
scope laid down by law. On the other hand voluntary social insurance 
can be elastic in its coverage and hence can be suited for liberal social 
protection. 


Agencies of Mutual Aid Movement 


Assistance of various agencies such as the State, employers, trade 
unions and social bodies, can be taken to develop the mutual aid move- 
ment in India, 


In its early stages, the mutual aid movement may need the assist- 
ance of Government iy finance and training, particularly when in India 
the potential members are poor, ill-educated and completely untrained 
in business methods and procedure. The object of the Government 
assistance, however, should be to teach the members to conduct the 
business for themselves and not to have strict supervision or inter- 
ference in the internal machinery of the mutual aid societies. — It is, 
however, possible for the State to assist in stimulating the formation 
and expansion of the voluntary social insurance measures, through 
co-operative mutual organisations. The State may encourage such 
organisations by legal and other means ; it may advise them and provide 
technical guidance in their organisation and expansion ; it may generally 
supervise them to make sure that they adhere to certain prescribed 
standards. It may provide free audit to these societies on the ground 
that they are doing the work which the State would otherwise have to 
do itself. It may exempt the societies from the stamp duty, which 
would normally be levied for their registration, or the duty on loan 
bonds, plaints, and pleadings, when they are forced to go to Court. 
The State may also provide, in its legislation, a cheap method of settling 
disputes by arbitration. It is also possible for the State to establish 
some kind of central re-insurance or liability insurance funds, which 
would promote voluntary associations to band together and have a 
more suitable financial basis. However, the State should be consistently 
alive to the danger of devitalising societies by undue pampering and 
spoonfeeding. 


Similarly the assistance from the employers or the employers’ 
organisations should stimulate the growth of the mutual aid societies, 
by creating proper background atmosphere ; otherwise the employees 
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will naturally take it as an interference in their affairs on the part of the 
employers. The assistance from the employers should restrict itself to 
granting the necessary facilities in workplaces, and, if necessary, subsi- 
dising the voluntary schemes. 


Trade Unions as the representative organisations of empoyees 
ean do a lot in furthering the mutual aid movement in this country. 
Unfortunately trade-unionism in India is financially weak and its main 
field of activity is outside mutual insurance. Sidney and Beatrice 
Webb, in their Industrial Democracy, lay down three important methods 
of trade unions—{i) method of mutual insurance; (ii) method of 
collective bargaining ; and (iii) method of legal enactment. With some 
notable exceptions, like the Ahmedabad Textile Labour Association, 
trade unions in India have completely neglected the first method. 


The social bodies can take up the work of mutual aid movement 
becuase of their happy position in the field of social work. Their 
activities can cover not only the industrial employees but also various 
classes of citizens. 

The International Social Security Association, Geneva, has recently 
started a campaign to develop social protection schemes by means of 
mutual aid in underdeveloped regions. The Association is being 
assisted in this work by the permanent Committee on Mutual Benefit 
Societies and the International Co-operative Alliance. The ISSA 
proposes to select a group of countries in which practical action in the 
field of mutual aid movement would be most likely to succeed. It will 
be an interesting experiment and the results may be fruitful to further the 
development of mutual aid movement in underdeveloped countries. 
The assistance and guidance of these international organisations may be 
sought in implementing a mutual aid movement in this country.” 


Bombay S. D. PUNEKAR 


China’s Rate of Economic Growth—A Comment 


WHEN Soviet Russia claimed a 3-85 fold, or an annual rate of 16% 
increase, in the net national income during the period 1928-37, the 
western scholars assiduously plunged into the problem. It was not 


* The following three reports were utilised in the writing of this article : 


(i) Development of Social Protection in Underdeveloped Countries by means 
of Mutual Aid by Otto Schmid (XIth General Meeting, I.S.S.A. 
Geneva, 1954). 

(ii) The Role of Mutual Benefit Societies in improving the Protection guaran- 
teed by Compulsory Social Insurance Legislation by Jack Senet (1.S.S.A. 
Bulletin, Geneva, May-June 1952). 

(iii) An Introduction to Co-operative Practice (International Labour Office, 
Studies and Reports, New Series, No. 32, Geneva, 1952). 
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long after, that they discovered that serious methodological issues were 
involved, and that perhaps in terms of their own analysis the rate of 
growth would not be so phenomenal as that. Despite this fact, and to 
our surprise, a similar occasion has arisen. It almost gives us the feeling 
that people, at any rate, some of us, have placed intellectual honesty 
at a discount, and re-opened the issue. Perhaps to those whostill have 
_ faith in objective scholarship, the task of re-examining this question 
has become easier due partly to the increase in material made available 
and partly due to improved techniques of analysis. 


The occasion for the aforesaid comments is a paper by Prof. K. S. 
Gill on “‘ China’s rate of economic growth ” published in the last issue 
of this Journal, which we shall now discuss in three sections. The 
first section will deal with a brief résumé of his findings which roughly 
corroborates with the Chinese State Statistical Bureau’s estimates ; 
in section two we shall discuss the methodological issues involved in 
inter-spatial comparisons which Prof. Gill attempts. Incidentally, we 
shall also attempt a critical analysis of the concepts of national income, 
consumption and investment, as used in China and India. Internal 
inconsistencies involved in the data under consideration, and the 
reexamination of the capital coefficient which the author has raised, 
will be the subject-matter of the third section. 


I 


Prof. Gill concerns himself with the present and prospective rate 
of income generation over the period of several plans. It was in 1952 
that the State Statistical Bureau in China started functioning and we 
may say that the data is comparable intcr-temporally, but only as far 
as Chinese statistics are concerned. The method adopted is to estimate 
annual consumption and investment. From this he derives the national 
income. The behaviour of capital output ratio over a few Five Year 
Plans is also analysed. From these parameters, cumulative annual 
rate of growth of national income is estimated, as also the percentage 
of investment to national income. 


The following are some of his crucial findings. The national 
income has increased from 68-6 billion yuans to 97.6 billion yuans, 
an increase of 42-3% over the period 1952-56. Savings seem to 
have increased from 10-78 to 22-35 billion yuan i.e. a percentage 
increase of 106-4, and consumption from 57-82 to 75-35 billion 
yuan or about 30°, increment. Further he opines that his findings 
substantially tallies with the estimates of the S.S.B. The accumulation 
income ratio works out to be approximately 19-75%. Accordingly, 
the cumulative annual growth would be between 7 and 8% and 
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he feels that this rate would be maintained, partly because the 
savings will not be allowed to shrink and partly because the capital 
output ratio, he argues, would tend to decline, at any rate be constant 
over a period of years. 


This rate of growth, he points out, compares favourably with that of 
the private-enterprise countries which has averaged 3-4°%, and India’s 
achievement in the First Five Plan which is 3%.' The Second Plan 
envisages a cumulative rate of growth of 4-8°%. What appears import- 
ant to him is the fact that this was accomplished entirely through 
current savings, which if applied to the Indian economy would whittle 
down the percentage to 3-5. Savings in the First Plan has averaged 
only 6% and it is expected to be of the magnitude of 8-5°% or even less 
during the Second Plan period. 


II 


Our objection with the paper under consideration is not so much 
due to any inaccuracies in the findings of the author with regard to the 
Chinese economy within their conceptual framework, but to the fact 
that he has not given any attention to the methodological issues involved, 
especially when he attempts comparisons with the Indian Plans, Even 
though the national income estimates and their components are essential 
in picturing a comprehensive view of the economy, nevertheless, it 
should be supplemented by other relevant data when comparisons 
between countries is attempted. It appears to us that for the correct 
appraisal of the available statistical data, one should examine, inter 
alia, the conceptual differences involved ; otherwise, comparability 
becomes meaningless or even mischievious. 


It is not our intention to delve deep into the problems of inter- 
country comparability criteria*, but we feel that some of the prominent 
issues might profitably be emphasised. Existence of variance in the 
relative price structure makes comparisons between countries of doubt- 
ful validity, as this factor enters indirectly while calculating the national 
income. What an Indian would have to spend in terms of Chinese 
currency to have a similar living there, is different from what a Chinese 
would have to pay in terms of Indian currency for a living comparable 
to what he was accustomed to in China. A workable hypothesis is to 
have prices that mirror through market machanism the value attached 


* Actually, national income index rose from 100 in 1950-51, to 118 in 1955-56 
i.e. about 3.6% annual increment (G.O.I. Planning Commission Second Five Year 
Plan 1956). 

2 International Association for Research in Income and Wealth Series III 
R. Stone and K. Hansen “ Inter-country Comparisons of National Accounts and the 
work of the National Accounts Research Unit of the Organisation for European 
Economic Cooperation, p. 101, et. seq. 
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by the society to various goods and services. If these value: are not 
taken into consideration, we may have either an over-valued or under- 
valued national income which does not lend itself to comparisons of 
national income based on different values. Factors that impinge upon 
the social values, are those that curtail co1sumers’ as well as producers’ 
choice, like turnover taxes, restrictions on international trade etc. 
The comparison of national incomes, in real terms between different 
countries therefore im}, licitly or explicitly introduces the welfare concept 
into the analysis.’ 


The second hurdle we will have to cross is the problem of definitions. 
It is needless to point out that definitions which have differing content 
have very little of comparative value. Evenifthis could be surmounted 
we still have, due to the source and methods of compilation being signi- 
ficantly different, the onerous task of juxtaposing their empirical 
correlates. Therefore had Prof. Gill based his calculations on the report 
entitled “‘ A simplified system of National Accounts ”* with all its 
shortcomings, he would have had conclusions different both in tone 
and content. The first hurdle being beyond the scope of this paper 
(and perhaps beyond my capacity) differences in the definitions of 
national income, savings or accumulation, and consumption from the 
viewpoint of conceptual clarity, will claim our first attention. 


It would be a safe assumption that the concepts of national income 
and its various components as also the systems of national accounting 
adopted in China would largely be based on the Soviet-Marxist concepts 
and methods® which significantly differ from the Western techniques. 
Prima facie, both the concepts are similar inasmuch as both consider 
production of end values, and exclude incomes accruing out of redistri- 
bution among the individuals. However, the difference lies in the way 
both define “‘production.’’ National income for the Marxists (who by the 
way, adopted this definition from Adam Smith) is the aggregate 
of efforts that goes into the production of material goods ; 
they exclude all services except insofar as they directly affect the 
value of the end goods. Incomes arising out of unproductive sectors, 
in the Soviet view, are due to redistribution of incomes created in the 
productive sector. In Marxian terminology, commerce is “ the trans- 
formation of capital from commodities into money, and from money 
into commodities, and these transformations constitute merely 
a conversion of the same value from one form to another.” It does not 


3 L. M. Dominguez—National Income Estimates of Latin American Countries, 


Studies in Income and Wealth, National Bureau of Economie Research, Vol. X, 1957, 


J O.E.E.C.—National Accounts Research Unit, 1951. ; 
5 G.O.1.—Report of the Indian Delegation to China on Agricultural Planning 
and Technique, 1956. p. 81. ! 
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create any value. The Anglo-American (the phrase being used for 
convenience) definitions do include the services in their national income. 


Another instance where Soviet definition and practice differ from 
the Western is with regard to passenger transport and personal postal 
services; these items are excluded from the estimates of national 
income calculations on the ground that these are not productive. 
Transport is regarded as productive only insofar as it consists in the 
physical handling of goods. Thirdly, the treatment given to agri- 
cultural net product is also different from the accounting practice, in 
Soviet Russia. They disregard the imputed rents of farmers’ dwellings 
on the ground that consumption of housing is measured by the depre- 
ciation of dwellings, whereas in the U.S. as in other western countries, 
the same is added to the net product less taxes, mortgage interest 
and net land rent. 


The Soviet concepts may be operationally meaningful in estimating 
changes in income, and as a guide to internal policy making (even here 
these concepts become less significant insofar as these do not include 
activities which are within the area of interest of policy makers, but 
outside their actual control), but certainly for purposes of international 
comparisons, they are misleading. 


Consequent upon the dichotonomy in the concepts used, any 
conclusions based on these are bound to exhibit some divergence. Since 
savings also accrue from the service sector, the total savings as a per- 
centage of national income will differ to a degree depending upon the 
earnings of the service sector. In other words, the Soviet savings as 
a percentage of their national income will be more than, let us say, the 
U.S. savings as percentage of their own national income. This is 
obvious since the Soviet concept of national income is an under- 
estimation viewed & la American. 


In Poland, for example, it was officially stated that the adoption of 
the Soviet concepts meant a reduction of about 10%, of the national 
income.® A recent study has drawn pointed attention to the fact as 
how the application of Soviet national income theory to Western national 
accounts, would completely change the picture.” For instance, he has 
analysed the U.S. national income statistics in the Soviet conceptual 
framework, and derived the American net savings as 14-5°, and gross 
savings as 23-5 °%, of their national income, whereas according to 
American calculations, they are 12% and 18-20%, respectively. The 


* 'T. Barna—lInternational Association for Research in Income and Wealth, 


Series, III, p. 145. 
7 A Nove—* United States National Income 4 la Russe,”’ Economica—1956, 
p. 247 and 251. 
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aforesaid figures, especially the latter, correspond to Kolganov’s 
coverage ; however, the actual national income, according to United 
States concepts, would be larger, and to that extent the actual net and 
gross percentage savings would be little less than indicated.® 


Apart from the accounting defects, which Prof. Gill has pointed out, 
the definitions of accumulation and consumption are also found wanting; 
there appears to be some double counting involved. Since the Chinese 
have equated income, in the best of Keynesian traditions, with 
accumulations and consumption, a critical examination of the above two 
concepts will automatically lay before us the weaknesses of the aggregate. 
Since accumulation is equated with investment, it seems to be very 
broadly defined to include not only expenditure on economic 
reconstruction, which are fixed outlays, but also working capital, raw 
material, fertilizers, and even “ newly increased circulating funds. ” 
It is evident that it is not necessarily that such newly created funds 
should flow into the formation of fixed assets. Further, one is at a loss 
to understand whether it includes the created credit by the banking 
system. Now the term “net centralized State expenditure ” does not 
give us a clear picture ; for example, one gets the feeling that military 
expenditures are also included in it. 


Prof. Gill’s treatment shows the savings function of India and 
China as a contrasting picture. The rate of savings, from his caleu- 
lations in China, appears to be almost thrice than that of India. How- 
ever, an analysis of the gross national product of China in 1952, by 
use and also by economic sectors, indicates that the degree to which the 
Chinese economy has been nationalised,® appears to be the highest 
share ascribable to any country in Asia. In the light of the fact that 
control over investment is largely in the hands of the Chinese Govern- 
ment, we can safely presume that the 19-75% for the period 1952-56 
is the gross domestic investment.!° The 6-6°% savings during our 
First Plan period, are net in character; the gross savings is estimated 
to be between 10 and 11%. However, we cannot conjecture anything 
about the Second Plan period as small savings may partake the nature 
of a transfer from private to the public sector due to the high interest 
rate offered. Another calculation of the net national investment is 7%." 


* Ibid, p. 252. 

* Even the depreciation is paid into the State budget, besides a part of the 
profits (IK. S. Gill—loe cit. p. 344). 

10 The difference between Rostow’s (op. cit.) estimates and Prof. Gill’s might 
perhaps be explained in the fact that whereas the former excludes private investment 
of the non-monetary character in the rural sector, the latter has taken some cogniz- 
ance of it. 

1! Department of Research and Statistics, Reserve Bank of India: *‘* Estimates 
of Savings and Investment and an Appraisal of the problems of Resource Mobiliza- 
tion.” Papers relating to the formulation of the Second Five Year Plan, Government 
of India. 
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The private investment even in an unplanned period like 1949/50 is 
also estimated to be approximately 8°%"*, and we should be perfectly 
justified in inflating this figure so as to include planned private invest- 
ment. The gross accumulation would then automatically be of a magni- 
tude which is higher than indicated earlier. 


The aforesaid figures refer to fixed domestic capital formation, and 
do not include, even the full compliment of replacements even in the 
Government sector.* Besides newly increased inventories (akin to 
newly increased material reserves of the Chinese definition) depreciation 
of small-scale industries, new subscription of capital to companies, 
and investment in the unorganised sector, to a large measure, have been 
excluded due to very deficient data. Further, the Central Statistical 
Organisation itself has stated “‘ apart from public authorities sector, 
direct estimates of investment are not possible with any degree of 
certainty.”’ We have reason to believe that the hiatus between the 
gross investments in China and India is not as much as Prof. Gill would 
have us believe. Personally, I would place this difference between 
5-6°%, which partly could be ascribed to the dissimilar concepts used 
for computation of national income and their components, and partly 
due to the difference in the social framework. 


We now come to the other component of national income, viz. 
consumption. The Chinese concept of consumption includes all the 
incomes of wage earners and other employees, incomes of peasants and 
handicraftsmen and of the so-called capitalists. Evidently, as the 
author himself has pointed out, the aggregate of personal incomes over- 
estimate consumption to the extent that it includes the taxes paid to 
the Government, investment in bonds or business, or hoarding. The 
first point is dismissed by Prof. Gill under the plea that there is no 
personal income-tax in China. 


However, what is relevant to the issue is not whether there is 
a personal income-tax or not but the extent to which the economy is 
strained whatever the nature of the tax structure. The per capita tax 
payments in 1952 was Rs. 44-1 in China as against Rs. 20-81 in India 
in the previous accounting year." This, of course, refers to the pre-plan 
drain, and might have considerably been enhanced during the period. 
Further, surpluses emanating from Government enterprises might also 
have been swelled by price manipulations. The non-inclusion of 


_'* Mukarjee and Ghosh—*t The Pattern of Income and Expenditure in the 
Indian Union—A Tentative Study "—Bulletin of Statistical Institute, 1951. 
‘8 Replacements are available only for Railways and Post and Telegraphs, 
Replacement investment for the former alone is 1 . 5-2%, of their total assets. 
_'* W. Malenbaum—* India and China—Development Contrasts.” Journal of 
Political Economy, Vol. LXIV No. 1, 1956, p. 56, Table 5. 
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imputed net rental value of owner-occupied houses in the consumption 
column, is not an under-estimation of consumption ; it is conceptually 
consistent, since the same is not included in the national income. The 
national product is net of depreciation in which the imputed net rental 
values are included. By equating personal incomes with consumption, 
there is an element of double counting involved and to that extent, the 
national income is inflated. 


It is not our intention to be dogmatic on this issue, but shall pose 
before you the following question. The per capita income being more 
or less the same in China and India," investments per capita being 
fairly higher in China (especially of the capital deepening type)"* ; 
rate of per capita taxation both direct and indirect being twice as much 
in China’’; comparative total domestic output sectorwise apparently 
being not higher ;'* net flow through trade or external aid (apart from 
technical assistance) being negligible as compared to India;?* the 
targets for consumers’ goods being significantly more only in sugar ; 2° 
can there be a 80°, increase in consumption in the period 1952-56, 
when the Indian comparable figure is only 9% ? 2! 


Explanation of the above phenomenon can be sought in diverse 
directions ; either the estimates of national income is grossly under- 
estimated, and to fit into this picture, we will have to assume a higher 
per capita income (in which case as indicated earlier the percentage of 
savings to national product is toned down), or Chinese investment and 
resource mobilization is greatly exaggerated or both. The chances of 
the latter being more significant, may be felt especially after the latest 
pronouncement by Chinese leaders that the plan is being drastically 
pruned. These views not being castral of those who think that Chinese 
statistics are propagandic in nature, we feel this inconsistency due to 
honest methodological differences which Prof. Gill seems to have over- 
looked, weaknesses in the sources and methods of compilation, 
and overall approach to planning. By no means do we contend the 
possibility of a slight comparative increase in the Chinese consumption, 


Ibid., p. 5. 

‘6 Ibid—p. 20, Per capita investment worked out from table 4 on page 13 for 
China is Rs. 11.07 and for India is 8.70. The difference becomes almost negligible 
when we consider that investment of the private sector is excluded from the above 
figures whereas it may be appropriate to use Chinese State investment data as fairly 
representing their total investment. 

 Ibid., p. 17, Table 5. 

18 Ibid., p. 6 Table 1 and p. 8, table 2. In fact per capita output in those 
industries indicated in the aforesaid table are comparatively less for China than India. 

19 Ibid., p. 19. 

20 =Ibid., p. 11, Table 3. 

21 Government of India, Planning Commission Second Five Year Plan, 1956, 


p. 3. 
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(because to gauge that would be a stupendous task outside the orbit 
of a lone investigator) only its magnitude, especially when the insti- 
tutional framework is not as much conducive to a fair consumer’s 
choice, although within limits, as in India. 


III 


While the rate of national income growth as estimated by Rostow 
may fairly be considered as an under-estimation, from the foregoing 
analysis, it appears that Prof. Gill’s calculations err on the other side. 
An added reason for this is that the capital output ratio might not remain 
as low as 2-5, on which assumption he estimates an annual increase 
of 8° of national income. There is no evidence to indicate that he 
has taken into account an important factor as the rate of population 
growth to rate of capital accumulation. 


Although he has analysed some of the factors that affect the capital 
coefficient, aside from the problem of qualification of these, Prof. Gill 
seems to have taken a risk in asserting that the same would not be 
greater than 2-75, especially when China is feverishly building up her 
heavy industries. As one of the factors that tend to lower the capital 
coefficient, P.of. Gill has stated the semi-blockade of her cost and the 
U.N. embargo. It is difficult to guess how this factor would affect the 
ratio, since it would depend upon the nature and composition of her 
international trade. If trade increases the import of capital goods and 
export of raw materials and consumption goods, the. ratio would tend 
to increase, whereas the exact opposite would happen if the composition 
is reversed. Further, analytically the same would increase, if in a 
prior situation, China was producing one capital good unit by expending 
four consumption units internally, and in the changed situation, 
she was able to import one capital good unit by exporting three 
consumption good units. This however is a far-fetched presumption. 


So far as China is exploiting richer resources and national wealth 
the capital output ratio will certainly tend to fall. However, the same 
cannot be said a priori of technical change and innovation, because we 
have no evidence to show that these innovations will on the net be neutral 
from the point of view of the economy as a whole. Failing, we have 
to assume that the introduction of new techniques would be so regulated 
as to bear no effect on the degree of capital intensity.2* This introduces 
a psychological strain due to the compulsion to control the movement of 
technology. 


2 R. Brahmananda—* Capital-Output Ratio in Economic Planning.” 
Memorandum of the Panel of Economists—Papers relating to the formulation of the 
Second Five Year Plan, Planning Commission. 
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Skill formation is a capital intensive process, absorption of which in 
the entire economy takes at least a generation. A few technical pro- 
grammes or assistance and training facilities will not yield the full benefit 
to the economy unless these newly trained hands in turn impart their 
knowledge to their indigenous counterparts and allow the sanie to seep 
slowly into the industrial process. Hence, skill formation over a period 
of time would have a tendency to push up the capital coefficient. 
Similarly, the strengthening of the base of social and economic overhead 
capital, especially for a country which has undergone war ravages for 
two decades, is not a matter of one or two plans; it is the work of 
a generation or more. On this count, the capital coefficient cannot be 
expected to decline. 


Now, coming to the factors that are likely to tend in the opposite 
direction, we believe that Prof. Gill has underestimated their import- 
ance. He states that capital intensive methods are not likely to be 
resorted to and even if they are, it would not be to any appreciable 
extent, because the present labour intensive methods would not be 
radically changed. The reason for this is not that the Chinese are 
particularly fond of this method, but are forced to it. Capital intensive 
techniques will be used in the same proportion as they are able to provide 
for surplus labour in the industrial structure. There is no gainsaying 
in the fact that China is on the road to collectivization, albeit with 
a different modus operandi than the one adopted in Soviet Russia, 
mainly for the purposes of boosting up food and raw material production 
which are very essential for the developmental plans,”’ and collectiviza- 
tion without mechanization would be like laying a railway track and 
using bullock power for haulage. At the pace at which cooperativiza- 
tion is proceeding all over China and collectivization particularly in 
North China, the demand for capital intensive methods will not abate 
for a few more plans and this is likely to raise the capital coefficient. 


Ordinarily a rise in wages tends to raise the capital output ratio. 
But this will be a short-run phenomenon, and may not affect the rates 
in a fairly long-period, since productivity may also exhibit the same 
tendency. The real wage rate moving at a faster rate than productivity, 
especially in an Authoritarian State, may be deemed to be negligible. 
On the contrary, it is argued in some quarters, that Russia was able to 
reduce the value of capital coefficient to an astonishingly low level, 
compared to the experience of Western countries, by reducing the real 
wage costs of investment projects, and simultaneously maintaining 


*3 ~=Vide my article ** Agrarian Reforms and Institutional Changes in China,” 
United Asia Vol. VIII, No. 5, 1956. 
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a constant price level or at times even allowing it to rise according to 
the dictates of policy considerations.** 


Albeit the apparently convincing arguments, touched upon by the 
author, the experience of other countries, in their developing stages, 
does not bear out his contention. The amount of capital invested per 
dollar in the U.S. rose steadily from 1880 to 1929 and the overall ratio 
declined slightly in 1939 and thereafter continued a downward trend. 
The ratio in the manufacturing industries also indicates a similar trend 
till 1914, and thenceforth a sharp decline in 1919 and 19387, partly 
because of wars, when due to inflation, product prices greatly exceeded 
the capital book values, and partly due to high rate of capacity uti- 
lization.** 


Although no reliable historical trend data is available on the 
bahaviour of the capital coefficient in India, over a period of years, the 
Planning Commission has made some projections in this respect. The 
coefficient seems to have been very low, viz. 1-8 whatever the reasons 
in the First Five Year Plan ; it is expected to be 2-3 for the second plan, 
and 2-6, 3-4 and 3-7 for the third, fourth and fifth plans respectively. 
The reasons which the Planning Commission puts forward?’ for this 
steady upward rising tendency should also hold valid for China, 


Even the calculations made by the Planning Commission are criticised 
as being an underestimation, when for more than 85% of the invest- 
ment in the plan, the capital-output ratio is more than 3.00.28 A recent 
study conducted in the capital coefficient in selected Indian industries 
between 1937-52 shows that the deflated average ratios exhibit a gradual, 
though somewhat slow, increase over time.?® The experience of Poland 
is also similar in this respect.2° The Soviet experience, which can be 
gathered indirectly from the works of Bergman and Kaplan, does not 
seem to be different. 


From the foregoing, it appears that for a reasonably workable 
projection of capital coefficient, it is imperative to derive the same from 
expirical evidence over a long period. Enumeration of various factors 


* R. Brahmanand—0Op., cit., 

** Gordon, R. A.—* Population Growth, Housing and the Capital Coefficient,” 
American Economic Review, Vol. XLVI No. 3, June, 1956, p. 309. 

** Daniel Creamer—Capital and Output Trends in Manufacturing Industries, 
1880-1948, p. 42. 
27 Government of India—Second Five Year Plan, 1956, p. 9. 
** B.C. Desai and P. R. Brahmanand—* The structure of Capital in Indian 
Economy,” I. E. J., Vol. II, No. 2, 1954. p. 201. Actually, the ratio ranges bet- 
ween 4:1 for electricity to 8:1 for transport and communication (Also see George 
Rosen, footnoted below, p. 116). 

** George Rosen—* Capital Output Ratios in Indian Industries”, J.E.J., 
Vol. IV, No. 2, Oct. 1956. p. 116. 
K. Paranjape—* Planning in Poland—A Report,” E.J, Vol, IV, No. 4, 
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that either retard or accelerate the ratio, have very little pragmatic 
content unless capable of quantification. Otherwise, they remain only 
as fanciful conjectures. Nevertheless, there is no reason to believe 
why the capital coefficient for China for several more plans should be 
less than 2.75, and why India should have an almost different experience, 
when the basic emphasis in the plans of both the countries is similar. If 
one is to be guided by the experience of other countries, then there is 
every reason to think that China’s experience will not differ. 


Perhaps the core of humanity has not lost the ardour of quest 
for truth, sanctity of intellectual honesty albeit shrouded in a mist of 
super-imposed values. 


Bombay M. V. KaaMBADKONE 


A Note on the Relation Between Prices and Money-Supply in India 
(1953-56) 

Or late the problem has been posed whether increase in money supply 
in India has been the cause of increase in the prices in the country. 
We, therefore, studied correlation among wholesale prices, retail prices, 
currency with the public and deposit with the public and money supply 
with the public. The study is based on the quarterly figures for these 
five factors as given in statement 10 of the Report on Currency and 
Finance 1954-55 and 1955-56 of the Reserve Bank of India. A study 
has also been made for the correlations based on monthly figures for the 
period October ’55 to August °56. The figures for wholesale prices are 
based on the index number issued by the Economic Adviser to the 
Government of India. The retail prices are represented by the 
Consumer Price Index Number as issued by the Government of India 
and published in the Eastern Economist (pp. 493) of Sept. 28, 1956, 
the base year for which is 1944. 


The data used are reproduced in the Appendix. 

The Correlation Coefficients between wholesale prices, retail prices, 
currency with the public and money supply with the public were found 
to be as indicated in Table No. 1 below: 

Table No. 1. 
Correlation Matrix. 
Wholesale Consumer 


Price Price 

Index Index 
1. Currency with Public on 0-9937 —0-6203 —0-6948 
2. Money Supply —0-6541 —0-7237 


8. Wholesale Price Index nite 0-9272 


~ 
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The negative correlation appeared to be rather unusual and it was 
suspected that they may be due to certain seasonal factors. A four item 
moving average for the quarterly figure was therefore taken for all 
the four series as also for a new series, viz., deposit with the public, 
which was obtain by subtracting the currency figure from the money 
supply figure. The new correlation coefficients were as shown in Table 
No. 2 below. 


Table No. 2 
Correlation Matrix 


Deposit Wholesale Consumer 
with Price Price 
Public Index Index 
1. Currency with Public 0- 9806 —0-8852 —0-3640 
2. Money with Public ‘a —0-3511 —0-8192 
3. Deposit with Public —0:9198 —0-9787 


It was found that the correlation between currency with the public 
and consumer price index and that between money supply and whole- 
sale prices were insignificant at five per cent level of significance. 
It was found that the correlation between consumer price index and 
deposit with the public was highest. In order, therefore, to assess the 
relative importance of the deposits as against the currency with the 
public, a study was made of the multiple regression of the consumer 
price index on currency with the public and deposit with the public. 
A partial regression coefficient of prices on currency with the public 
is —0-005 and that on deposit with the public is —0-37. The 
former is insignificant while the later is significant. It is also noted 
that the correlations between wholesale prices and deposits is signi- 
ficant and very high. We thus come to the conclusion that deposits 
with the public are negatively correlated with both wholesale and 
retail prices. 


So far as the currency with the public is concerned we conclude 
that it has more influence on wholesale prices than on retail ones. 
When no moving average was taken the correlation between the currency 
with the public and consumer price index was higher than in the case 
of currency with the public and wholesale prices. On taking a four 
item moving average of these quarterly figures, the intensity of the 
correlation between the currency with the public and the wholesale 
prices increased, while that of correlation between currency with the 
public and the consumer prices decreased to insignificance. This leads 
us to suspect that currency with the public may be having only seasonal 
effect. 
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In order to understand the relationship during the period Oct. 
1955-Aug. 1956, a study was made of the correlation on the basis of 
monthly figures. The correlation was studied of the currency with the 
public with (a) wholesale price index and, (b) consumer price index. 
Similarly, the correlation of deposits with the public with the two 
price series was studied. The results are given in Table No. 3. 


Table No. 3 


Correlation Matrix 


Currency with Deposit with 
(a) Wholesale Price Index ... 0-6501* 0-5969 
(b) Consumer’s Price Index ove 0-9656** 0-4959 


N.B. * Significant at 5% level. 
** Significant at 1% level. 


The correlations in the case of the “deposit with the public” are 
insignificant at 5% level of significance; while those in the case of 
currency with the public are significant. The correlation between the 
currency with the public and consumer price index is significant even 
at the 1% level. This shows that currency with the public has more 
effect on prices within a year. 


It will be seen that the currency with the public has an upward 
trend though it showed a depression every year in the second quarter. 
Since the correlation between the currency with the public and consumer 
price (after series have been corrected for seasonal fluctuation) is nega- 
tive, it was natural to think of some other cause for decreasing prices. 
We think that production is the other factor which has been responsible. 
Deposits with public and production should, in our opinion, be held 
responsible for fluctuations in prices. Increasing deposits decrease the 
prices. Increasing production also decreases the prices. The increase 
in price during the last one year should, therefore, be explained more 
due to a fall in production than a rise in deposits in currency. The 
Government would, therefore, be better advised to bring about 
increased production and be less mindful of increasing money supply in 
the present circumstances. 


Lucknow MAHESHCHAND 
B. Tyactr 
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Appendix 


Currency Deposit Money Prices 
with public with public with Whole- 
(Rs. crores) (Rs. crores) Public Sale Retail 


1788 - 
1722: 
1716- 
1784- 
1745- 


8 886-7 
2 881-2 
6 881-4 
5 895-9 
1665-5 407-3 
1709-4 891-2 
1794-0 895-8 
1786-1 8938-4 
1759-5 882-7 
2 875-2 
6 859-8 
2 343-3 
7 855-3 
2 363-5 
880-6 


“4 
“5 
“7 
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June 1952 1199-1 589-4 101. 
Sept. ” 1149 572-7 104 
Dec. ‘ 1155 560-5 108 ‘ 
March 1953 1199 585-3 108 
June” 1188 557-5 106 
Sept. ” 1115 550 111 : 
Dec. 7 1166 543 106 
March 1954 1229 564 102 
June ” 1208 577 102 1 
Sept. ” 1178 586 101 ‘ 
Dec. 1224 607 99 
March 1955 1811 608 95 : 
June” 1343 623 98 4 
Sept. 1309 644 96 
Dec. . 1885 661 98 4 
March 1956 1505 679 99 2 
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NEWS 
Announcements 


Pror. B. H. Munje who was elected Hon. Local Secretary for the Indian 
Economic Conference to be held at Nagpur in December 1957, has 
intimated his inability to work as Local Secretary on grounds of health. 
Prof. D. V. Bal, Reader in Economics, Nagpur Mahavidyalaya, Nagpur, 
has therefore been appointed as Hon. Local Secretary in his place. 


Indian Economic Conference, Nagpur 


Tue Fortieth session of the All India Economic Conference will be held 
at Nagpur under the auspices of the Nagpur University on 24th, 25th 
and 26th December, 1957. Dr. B. R. Shenoy, Director, University 
School of Social Sciences, Ahmedabad, will preside. 


The procedure of the Conference this year will be somewhat different 
from thatinthepast. The Executive Committee of the Indian Economic 
Association has decided, in the light of views expressed in the General 


Body meeting of the Association at Cuttack on 28th December, 1956, 
to try the following procedure as an experiment. 


After the opening session of the Conference, the Conference will 
divide itself into three discussion groups, one for each subject. _ The 
President will appoint a rapporteur and/or discussion leader for each 
group, who will prepare a summary report on the papers submitted, 
bringing out the main points and framing the issues. Papers will be 
taken as read. Cyclostyled copies of the rapporteur’s draft reports 
will be supplied to all members at the time of the Conference. The draft 
report will be amended, if necessary, in the light of the points made in 
the discussion group. The rapporteur’s report as finalised after the group 
discussion will be presented by the rapporteur to the general sessions 
which will follow. The report of the rapporteur should, as far as possible, 
not exceed 4 foolscap pages or 1500 words. 


The current topic will be discussed in the general Conference in 
the morning session of the second day. 


The third and the fourth sessions of the general Conference will be 
devoted to a discussion of the three subjects selected. The rapporteurs’ 
reports will be cyclostyled and copies made available to members 
before the general discussion, the interval of the discussion on the current 
topic being utilised for the purpose of cyclostyling. 
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The papers submitted and approved by the President will be printed 
as hitherto in the Conference volume and this volume as far as possible 
will be mailed to members in the first week of December. 


I request you kindly to contribute a paper and also to make it 
convenient to attend the Conference. T'wo copies of the paper have to 
be sent to the President, Dr. B. R. Shenoy, Director, University School 
of Social Sciences, Gujarat University, Ahmedabad 9, before 31st 
August, 1957, for approval. In view of the new procedure papers sent 
later than that will not be admitted. Contributors are requested to note 
that their papers should not exceed 8 printed pages in size, or 3300 words. 
Any paper in excess of this size will not be considered by the President. 
Every paper must be accompanied by a summary not exeeding 300 to 
500 words. 


The subjects to be discussed at the Conference are :— 


(1) Pricing Policy under the Second Five Year Plan. 
(2) Choice of Techniques in Consumer Goods Industries. 


(3) Economic Principles underlying Fixation and Regulation of 
Wages. 


The railway authorities have very kindly been granting concession 
to persons attending the Conference. Return ticket in any class, 
available for one month, will be issued on payment of a single fare (mail 
fares are charged for Inter and III class). A _ certificate from the 
Secretary that the person attending the Conference is a member of 
the Association or a delegate for the Conference and that his travelling 
expenses are not borne either by the Central or State Government 
or by a local body or statutory authority is necessary. Application for 
the certificate may kindly be sent to me before 18th December, 1957 
along with the necessary declaration regarding the authority bearing travel- 
ling expense. On submission of the certificate to the local railway 
authority the concession will be granted. 


Gokhale Institute of Politics N. V. Sovant, 
and Economics, Hon. Secretary and Treasurer, 
Poona 4. Indian Economic Association. 


New Life-Members 


MurRanJAn, S. K., Member, Tariff Commission, Govt. of India 
Offices Bldg., Queen’s Road, Bombay, 


' Natu, W. R., Chairman, Forward Market’s Commission, Bombay. 
PaTtwarRpBAy, P. V., B. M. College of Commerce, Poona 4. 
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THE INDIAN ECONOMIC JOURNAL 


Obituary 
Dr. L. C. Jain 


On the 20th May, 1957 after a brief heart ailment Dr. L. C. Jain passed 
away. In his death the country has lost an economist of renown, an 
educationist of mature experience and an administrator of marked 
ability. 


Almost immediately after completing an outstanding academic 
career in Allahabad in Economics and Law in 1922, Mr. Jain plunged 
into multifarious teaching, research and advisory duties. While he 
was a lecturer in Economics in Allahabad his services were enlisted for 
a number of assignments on Government Committees of which his 
Secretaryship of the U. P. Banking Enquiry Committee was particularly 
noteworthy in influencing his intellectual development toward specialised 
interest in banking and monetary problems. It was on the basis of his 
researches in this field that he was awarded the Ph.D. and later D.Sc. 
of the London University. On return from London in 1931 he joined 
the Punjab University in October as its first Reader (and later Professor) 
in Economics. As such his first assignment was to organise the newly 
instituted post-graduate University economic classes, which he did with 
conspicuous success in pooling the available personnel resources of 
affiliated and participating colleges to achieve a standard of teaching 
and reserch in the subject fully in keeping with the tradition of this old 
University. In 1937 he was appointed a member of the Indian Tariff 
Board for the Sugar Industry and a little later was called to advise the 
Ceylon Government on the working of Textile Quotas and Preference 
Duties. Despite frequent demand for his services for different assign- 
ments Dr. Jain devoted himself, by and large, for a continuous span of 
15 years up to 1946 to his higher educational duties. In May, 1946, he 
was invited to undertake a political and diplomatic assignment in 
Japan as Political Representative of India and Head of the Indian 
Liaison Mission. On return therefrom in 1947 he was entrusted with 
the difficult job of-advising on questions of refugee rehabilitation as 
Economic Adviser to the Ministry of Rehabilitation. In 1948, Dr. 
Jain moved over to assist one of the new-born units of the Indian Union, 
the Government of Madhya Bharat, as Financial, Economic ard Deve- 
lopment Adviser ; in that capacity he organised one of the best »conomic 
intelligence and advisory units among the then Part B States. In 1953, 
Dr. Jain was deputed as the United Nations Economic Adviser to the 
Government of Afghanistan. Thereafter, he returned to his first as 
well as last love, namely, higher education, as Professor of Economics 
and Commerce and Dean, Faculty of Economics and Commerce in the 
Sagar University. His rich and varied experience in the fields of 
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education and administration distinguished him among the country’s 
economists. It is a poignant thought that in his last days Dr. Jain 
was contemplating a return to the Punjab—a different Punjab than the 
one in whose academic life he had played such a signal role but a Punjab 
which always remained nearest his heart—in an exalted capacity, when 
he was struck down by the ailment from which he never recovered. 


Dr. Jain had to his credit a number of valuable contributions to 
monetary and general economics, among which his earliest work ‘ Indi- 
genous Banking in India’ will perhaps remain the most outstanding, 
as itis probably the best-known at present. In the ‘Monetary Problems 
of India ’, 1933, he afforded an incisive analysis of the monetary situation 
and problems of that era. In 1939, Dr. Jain presided over the Nine- 
teenth Annual Session of the Indian Economic Association, and it must 
have been a matter of peculiar satisfaction to him that this was at 
Allahabad, his ‘ home-town’. It is relatively little known that in the 
few months before his last illness D® Jain was very actively engaged 
in the stupendous job of adequately translating economic terms into 
Hindi as Convener of the Expert Committee on Economics appointed 
by the Ministry of Education in 1954. As such, in the comparative 
seclusion of his last years he strove to extend the frontiers of economic 
knowledge in a different but important aspect of bringing the fruits of 
economic thinking of the few within the reach of the many. 


Dr. Jain had an innate charm and endearing quality which won 
for him the affection of his pupils, the confidence of his colleagues and 
the esteem and loyalty of friends. Of partiality to his pupils he could 
not be absolved. Few things gave him greater pleasure than to see 
them rise in life ; few gurus will be found more willing to help their 
pupils forward. Generous he was, besides, to a fault. Uniform 
courtesy, a gentleness and grace of manner and a genuine humility 
characterised Dr. Jain’s associations with one and all, equals and juniors 
or seniors. Dr. Jain will be remembéred by his numerous friends, 
colleagues and pupils in all walks of life as much for his essential huma- 
nity as for his intellectual gifts and attainments. 


Bombay B. K. Mapan 
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THE ECONOMIC JOURNAL 


No. 265 MARCH, 1957 Vol. LXII 
I. Articles 

MEASURING THE BENELUX EFFECT M. M. KrisTEIN 
ON THE ORIGIN OF * OLIGOPOLY ”... FE. H. CHAMBERLIN 
MARXIAN HYPOTHESES AND OBSERV- . 

ABLE TRENDS UNDER CAPITALISM W. FELLNER 
THE SCOPE OF AUTOMATION............. S. Moos 
INDUSTRIAL DEVELOPMENT CORPO- 

RATIONS IN INDIA AND PAKISTAN Om-PRAKASH 


DEVALUATION : A MARRIAGE OF THE 
ELASTICITY AND THE ABSORPTION 


H. Brems 
THE INDUSTRIAL PATTERN AND NEW 
ZEALAND’S FUTURE. G. C. 


TRADE BALANCES AND STATUTORY 
MARKETING IN PRIMARY EXPORT- 


A, HazLEwoop 
‘ESTIMATING THE SOVIET NATIONAL 
M. C. Kaser 
II. Reviews 
III. Notes and Memoranda e 


IV. Recent Periodicals and New Books 


MACMILLAN & CO., LTD., LONDON, W.C. 2. 
Application for Fellowship to 
Royal Economic Society, 21 Bentinck Street, London, W. 1. 


ECONOMICA 
Published Quarterly 

36th Year: New Series, Vol. XXIII, No. 94: May, 1957 
CONTENTS 


A THEORY OF SECOND-HAND MARKETS Artuur H. Fox 


THE RELATIONSHIP BETWEEN THE SIZE 
OF JOINT STOCK COMPANIES AND THE 
YIELD OF THEIR SHARES E. Vicror MorGan and Cynrata TAYLOR 


THE DISPUTE IN THE BRITISH ENGINEER- 


ING INDUSTRY ...1897-98 : AN EVALUATION R. O. CLARKE 
CHANGES IN THE DISTRIBUTION OF 
HIGHER INCOMES R. G. D. ALLEN 


SOME STRANGE ‘MARRIAGES’ BETWEEN 
THE INCOME-EXPENDITURE LAG AND 


VARIABLE PRICES JOHN SPRAOS 
A NOTE ON MR. SPRAOS’S ARTICLE A. L. Wricut 
A REJOINDER Joun SPRAOS 


The price of ECONOMICA (New Series) is 8s. 6d. a number, or £1 5s. 
perannum, post free. Copies may be obtained on order from the Publications 
D partment of the London School of Economics, Houghton Street, Aldwych, 
L ndon, W.C. 2, England, to which address all subscriptions and business com- 
munications should be sent. 


THE MANCHESTER SCHOOL 
of 
Economic and Social Studies 


Vol. XXV., No. 2 May, 1957. 
CONTENTS 


Jack JOHNSTON 


The Growth of Life Assurance in U. K. Since 1880 
G. W. Murpuy 


Av Engel-Type Curve for Cash Pa Joun SPRAOE 


Private Company Finance in the Post-War Period F, R. Jervis 


“THE MANCHESTER SCHOOL ” is published three times a year. 


The annual subscription is twenty shillings (transatlantic subscriptions, 
8 U.S. dollars), post free. Single copy Seven shillings and Six pence (1 U.S. 
dollar), post free. 


Subscriptions should be sent to the Secretary, ‘‘ The Manchester 
School,’’ Economics Department, The University, Manchester, 13, England: 


INTERNATIONAL ECONOMIC PAPERS 


Translations prepared for the International 
Economic Association 


No. 3 
On the Concepts and Methods of the Stockholm School...... Torp PALANDER 
Ekonomisk Tidskrift, 1941. 
Statsokonomisk Tidskrift, 1907. 


With a New Introduction by the Author Handwérterbuch der Staats- 
wissenschaften, 1923. 
On the Economic Principle—A Correspondence between B. Croce and V. 
Pareto: 
Giornale degli Economisti, 1900 and 1901 : 


On the Economic Vi_FREDO PaRETO 
On the Econemic BeENEDETTO CROCE 
On the Economic VILFREDO PAaRETO 
Customs, Unions and National Interests.................sseceeseeees Maurice Bye 


Economie Appliquée, 1950. 
Under-employment in Underdeveloped Economies...IFIGENIA DE NAVARRETE 
El Trimestre Economico, 1951. and ALFREDO MAVARRETE, Jr. 
A Comparison of Marxian and Keynesian Dynamics................. Hans PETER 


Jahrbiicher fiir Nationalékonomie und Statistik, 1950. 


London New York 
Macmillan & Co., Ltd. 1953 The Macmillan Company. 
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THE 
QUARTERLY JOURNAL OF ECONOMICS 
Founded 1886 


Vol. LXXI August, 1957 No. 3 
Bank Deposits in the United Kingdom, 
Rene P. HIGONNET 


The Soviet Ural-Kuznetsk Combine: Study 
in Investment Griteria and Industrializa- 


FRANKLYN D. HoL_zMan 
Innovation in the Machine Tool Industry...... Wituram H. Brown 
On the Geometry of Welfare Economics...... Peter B. KENEN 
Welfare Griteria, Pricing and Decentraliza- 

PUBS Ber Juttus MARGOLIS 


NOTES AND DISCUSSIONS : 
Classical Theory, Graham’s Theory, and 
Linear Programming in International 


Trade: Comment.................. JocHEN SCHUMAN AND Horst Topt 
Investment Criteria, Productivity and 

Economic Development: Comment...... Henry H. VittarD 
Reply to Mr. Moes and Mr. Villard............ WALTER GALENSON AND 


Harvey LEIBENSTEIN 
Prices, Wages and Industrial Productivity 


in Australia and New Zealand : Comment Kar Borcu 
J. Rowe E. Lerpau 
Edited by E. H. Chamberlin for the 
Department of Economics, Harvard University 
$1.50 per copy, $5.00 a year; 3 years, $14.00; 
Special Student Rate, $3.00 a year. 
Order from THE HARVARD UNIVERSITY PRESS 
CAMBRIDGE 38, MASSACHUSETTS 


INTERNATIONAL LABOUR REVIEW 
(Issued monthly since 1921) 


Covers a wide variety of subjects relating to labour and 
provides a means of following social and economic progress 
throughout the world. A supplement, inserted in each number, 
contains statistics of employment, unemployment, consumer 
price, wages, hours of works, etc. 


A specimen copy of the Review and a catalogue of Inter- 
national Labour Office publications will be forwarded on applica- 
tion to the International Labour Office, Geneva, Switzerland, 
or to the India Branch Office of the I. L. O., ‘ Mandi House ’, 
New Delhi. 


The International Labour Review may also be obtained fro n 
the publishers in the United Kingdom, Messrs. George Allen and 
Unwin Ltd., Ruskin House, 40, Museum Street, London, W.C.1. 


Annual subscription : 36s.; Rs. 24/- Single copies: 3s. 6d.; Rs. 2/6/- 
(Published in English, French and Spanish editions). 


Vol. XXXII November, 1956 


THE ECONOMIC RECORD 
The Journal of the Economic Society of Australia and New Zealand 


The Australian Economy, September, 1956 D. C. Rowan 
The New Zealand Economy, G. P. BraagE 
ARTICLES 
Making Economic Policy in New Zealand M. J. Moriarty 
The Price Mechanism and the Australian Balance of 

J. E. MEADE 
Ownership and Control of the Electricity Supply Industry 

in Australia 
Interstate Road Transport 
Structure and Price Determination in the N. S. W. Road 

Haulage Industry 
The New Zealand Monetary Commission, 1955-56 
Social and Economic Revolution for the Development 

Economic Growth and Capital Accumulation.....................+6 T. W. Swan 
NOTES 
The Economics of Beef Cattle 
The Infant-Industry Argument and the Cotton Industry 

in Australia 
Annual Report of the New Zealand Department of Statistics 
News and Notes 


Single Copies 12/6d (Australian) Annual Subscription 25/-(Australian) 
MELBOURNE UNIVERSITY PRESS 
The University, Melbourne, N. 3, Victoria, Australia. 


The Canadian Journal of Economics and Political Science 


Volume XXII, Number 4. CONTENTS November, 1956 


The Changing Influence of the United States on the 

Canadian Economy J. DovGias Grsson 
Likely Trends in Canadian-American Political Relations G. V. Fercuson 
Non-Resident Ownership of Canadian Industry C.D. Biyts and E. B.Cartry 
The International Allocation of Resources SIDNEY PoLLock 
The Role of the Canadian Life Insurance Companies in 

the Post-War Capital Market Ws. C. Hoop and O. W. Main 
Religious Affiliation and Electoral Behaviour Joun MEISEL 
The Customs Administration in Canadian Historical 

Development Gorpon BLAKE 
Staff Relations in the Canadian Federal Public Service S. J. FRANKEL 
Government Conciliation in Labour Disputes WituraM G. PaILuips 
Interest in News and the Selection of Sources Kurt Lane 

NOTES AND MEMORANDA 

Are Interpersonal Comparisons of Productivity Valid? ARNOLD BREKKE 


REVIEW ARTICLE 
Sir John A Macdonald J. H. Arrcnison 


REVIEWS OF BOOKS CURRENT TOPICS 


Annual Subscription $6.00. Single copies $1.50 
Subscriptions may be sent to 
THE UNIVERSITY OF TORONTO PRESS 
Toronto 5, CANADA. 


No. 63. a 
t 
2 
= 
} 
a 
2 
| 
| 


THE JOURNAL OF POLITICAL ECONOMY 
Edited by Earl J. Hamilton 
in Co-operation with the Other Members of the 
Department of Economics of the University of Chicago 
The February 1957 issue will contain 


The Theory of Underemployment in Backward 


Harvey LEIBENSTEIN 
Perfect Competition Historically Contemplated Grorce J. STIGLER 
Convex Indifference Curves and Diminishing Marginal 
Utility W. M. GorMan 
A Statistical Illusion in Judging Keynesian 
MILTON FRIEDMAN and Gary S. BECKER 
An Economic Theory of Political Action in Democracy....../ ANTHONY Downs 
The Corporate Income Tax in the Long Run M. A. ADELMAN 


Books Reviews and Books Received 

Founded in 1892. Published bimonthly: February, April, June, 
August, October, December. Subscription rate $6.00 per volume. Single 
copy $1.50. Special rates: $5.00 per volume for faculty members teaching 
business or economics, $3.00 per volume for graduate students in business 
or economics. Canadian postage 40 cents. Foreign postage 75 cents. 


THE UNIVERSITY OF CHICAGO PRESS 
5750 Ellis Ave, Chicago 37, ILLINOIS. 


AMERICAN ECONOMIC REVIEW 
CONTENTS 

Volume XLVII March 1957 Number 1 

ARTICLES 

Economies and Public Policy E. Witre 

The Simple Analytics of Welfare Maximization F. M. Bator 

Antitrust and the Classic Model SHorEY PETERSON 

Interest Rates and Fixed Investment FrAN GEHRELS 
and SuZANNE WIGGINS 

Growth and Canada’s Balance of Payments J. C. INGRAM 

Input-Output Coefficients and Product Quality Hans Brems 

REVIEW ARTICLES 

Professor Hicks’ Revision of Demand Theory Frit MAcHLUP 

COMMUNICATIONS 

Public Management of Employment Volume Ricarp HAZzeELEetTr 

COMMENT 

Automobile Taxation and Congestion C. L. Harriss 

Review of Books, Titles of New Books, Periodicals, Notes. 

The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publica- 

tion of the American Economic Association and is sent to all members. The 

annual dues are $6.00. Address editorial communications to Dr. Bernard F. 

Haley, Editor, AMERICAN ECONOMIC REVIEW, Stanford University, 

Room 220, Stanford, California; for information concerning other publica- 

tions and activities of the Association, communicate with the Secretary- 

Treasurer, Dr. James Washington Bell, American Economic Association 

North-western University, Evanston, Illinois. Send for information booklet 


REVIEW OF ECONOMIC STUDIES 
No. 63 
CONTENTS 


October 1956 


Vol. XXIV(1) 


Factor Proportions and the Hecksher-Ohlin Theorem R. W. Jones 
The General Theory of Second Best R. G. Lieszy & 
K. J. LANCASTER 

Second Thoughts on Capital-Intensity of Investment M. Doss 
The Measurement of Excess Capacity in Retailing R. H. Houron 
Price Policy with a Branded Product I. F. Pearce & 
L. B. 


Customs Unions from a single Country View-point F. Genres 
Dr. Klein’s Interpretation of Leontief’s System M. MorisuHima 
A Reply L. R. Kiem 


Mr. Ritter on Monetary and Fiscal Policy L. Turvry 


Annual Subscription 15s. per Voi. (3 issues) post free 
5s. per issue, 5s. 3d. post free 
U.S. A. and Canada, $.4 per Vol. 


Cheques should be made payable to the Review of Economic Studies. 


ECONOMETRICA 


Journal of the Econometric Society 
Contents of Vol. 28, No. 4, October 1955, include : 
Vol. 25, No. 1. CONTENTS January 1957 
ARTHUR SMITHIES: Economic Fluctuations and Growth.................. 
TJALLING C. KOOPMANS AND MARTIN BECKMANN: Assignment 
Problems and the Location of Economic Activities........................0+: 
R. L. BASMANN: A Generalized Classical Method of Linear Estimation of 


Ceefficients in a Structural Equation. 
HARRY M. MARKOWITZ AND ALAN S. MANNE: On the Solution of 
H. THEIL: Linear Aggregation in Input-Output Analysis....................- 
A. CHARNES AND W. W. COOPER: Non-linear Power of Adjacent Ex- 
treme Point Methods in Linear Programming......................eeeeeeeeees 
W. J. BERGER AND EDWARD SAIBEL: Power Series Inversion of 
H. UZAWA: Note on the Rational Selection of Decision Functions........... 


S. FUJINO: A Theory of Economic Fluctuations in a Capitalist Eeoonomy— 
Economics of Cycles and Growth, by Michio Morishima (A Review 

BOOK REVIEWS. 

ANNOUNCEMENTS AND NOTES. 

COMMUNICATIONS, ANNOUNCEMENT AND NOTES. 

Published Quarterly Subscription rate available on request 
The Econometric Society is an international society for the advancement 

of economic theory in its relation to statistics and mathematics. 
Subscriptions to Econometrica and inquiries about the work of the Society 

and the procedure in applying for membership should be addressed to Rossen 

L. Cardwell, Acting Secretary, The Econometric Society, The University of 

Chicago, Chicago 37, Illinois, U.S.A. 
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THE ECONOMIC WEEKLY 
ANNUAL, JANUARY, 1957 
CONTENTS 
Special Articles 


Shigeto Tsuru Some Theoretical Doubts on India’s Plan-frame 

Jan Tinbergen Mill versus Cottage Industries 

John Kenneth Galbraith The National Economy of United States 

Amlan Datta A Note on Co-operative Farming 

Dhires Bhattacharyya Rural Underemployment 

M. L. Dantwala Dawn at Koraput 4 

A. K. Dasgupta Socialistic Pattern of Society and the Second 
Five Year Plan 

Daniel Thorner Casual Employment of a Factory Labour Force 

Shreekant A. Palekar Real Wages in India 1939-50 

I. P. Desai Changing Profile of an Indian City 


Amartya Kumar Sen Work Round the Clock 


And a Symposium on Foreign Exchange 


For 
The Second Plan 
B. N. Ganguli The Outlook for India’s Balance of Payments 
Vv. K. Ramaswami Import Trade Control and _ Industrialisation 
**Savyasachi’’ Foreign Exchange Gap 
Vv. M. Dandekar Utilisation of Foreign Aid 
H. C. Malkani Recent Cut in Imports Analysed 
Contributed Foreign Exchange Reserves 
Contributed Delhi’s Global Quest for Loans, Aid and 
Export Credit 
Contributed The Measurement of International Capital 


Flows 
Yearly subscription: Rs. 24/-; Foreign Rs. 27/-. 


Write for a Specimen Copy 
THE ECONOMIC WEEKLY 
15, Tamarind Lane, BOMBAY 1. 
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Some Recent Publications of 


GOKHALE INSTITUTE OF POLITICS 
AND ECONOMICS 


POONA 4 
(INDIA) 


No, 33—Use of Food Surpluses for Economic Development. 
By V. M. Dandekar, Royal 8 vo. Pp. 153, 1956, 
Price Rs. 5 or 7 s. 6 d. or $ 1-10. 


No. 84—Poona: A Re-Survey (The Changing Pattern of 
Employment and Earnings). By N. V. Sovani, D. P. 
Apte, R. G. Pendse, 1956, Royal 8 vo. Pp. 550, 
Price Rs. 15 or 25 s. or $ 3.50. 


No. 35—Working of Bompay Tenancy Act, 1948, Report of 
Investigation. By V.M. Dandekar, G. J. Khudanpur, 
1957 Royal 8 vo. Pp. 194, Price Rs, 7-50. 


FORTHCOMING PUBLICATIONS 


1. Survey of Fertility in Rural Areas of Bombay 
Deccan. By Kumudini Dandekar. 


2. waracaat (In Marathi). 
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Outline of 
Monetary Economics 


by A.C. L. Day. A survey 
of modern macro-economic 
theory and British and inter- 
national financial  institu- 
tions 35s. 


The Interpretation 
of Accounts 


by F. Bray. Brings 
together all lectures given 
by the author as Stamp- 
Martin Professor of Account- 
ing from March 1953 to 
December 1955. 30s. 


Central Banking 
after Bagehot 


by R. S. Sayers. Among 
the papers included is a 
detailed review of Bank Rate 
policy in the twentieth 
century. Iss. 


Economic 
Concentration and the 
Monopoly Problem 


by Epwarp 5S. Mason. With 
an Introduction by J. Kenneth 


Galbraith. (Harvard Economic 
Studies, No. 100.) $6.00 
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